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An act to anend Sections 2924f and 3440.5 of the Cvil Code, to
anend Sections 1201, 2210, 2502, 9102, 9104, 9205, 9210, 9307, 9311
9317, 9319, 9323, 9325, 9331, 9336, 9407, 9408, 9502, 9505, 9509
9513, 9519, 9524, 9525, 9608, 9611, 9613, 9615, 9625, 9626, 9702, and
9705 of, to anmend and renunber Section 9708 of, to anend, renunber,
and add Section 9707 of, and to repeal and add Sections 9403, 9404,
9405, 9406, and 9409 of, the Commercial Code, and to anend Sections
12183 and 12194 of, and to add Section 27291 to, the Governnent Code,
relating to comercial |aw

LEGQ SLATI VE COUNSEL' S DI GEST

SB 2002, Committee on Judiciary. Comrercial law secured
transactions.

Exi sting provisions of the Uniform Commercial Code govern security
interests in personal property and fixtures, as well as certain
sal es of accounts, contract rights, and chattel paper. These
provisions will, pursuant to Chapter 991 of the Statutes of 1999, be
repeal ed and replaced with new provi sions concerning these subjects,
to be operative on July 1, 2001. However, because Chapter 991 of the
Statutes of 1999 contains a provision deferring to other bills
passed by the Legislature during the 1999 cal endar year, certain
existing provisions relating to fees charged by the Secretary of
State, which were enacted as Chapter 1000 of the Statutes of 1999,
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were not repeal ed because they were the subject of legislation in
1999, and those existing provisions will duplicate and be

i nconsistent with the new provisions enacted by Chapter 991 of the
Statutes of 1999 as of July 1, 2001.

This bill would repeal those existing duplicate provisions as of
July 1, 2001, and woul d reenact the new provisions previously enacted
by Chapter 991 of the Statutes of 1999 to incorporate the changes of
Chapter 1000 of the Statutes of 1999, thereby reconciling both
chapters. This bill would make ot her technical, conform ng, and
clarifying changes.

THE PEOPLE OF THE STATE OF CALI FORNI A DO ENACT AS FOLLOWS

SECTION 1. Section 2924f of the Civil Code is anended to read:

2924f. (a) As used in this section and Sections 2924g and 2924h
"property" means real property or a |l easehold estate therein, and
"cal endar week"” neans Monday through Saturday, inclusive.

(b) (1) Except as provided in subdivision (c), before any sale of
property can be made under the power of sale contained in any deed of
trust or nortgage, or any resale resulting froma rescission for a
failure of consideration pursuant to subdivision (c) of Section
2924h, notice of the sale thereof shall be given by posting a witten
notice of the time of sale and of the street address and the
specific place at the street address where the sale will be held, and
descri bing the property to be sold, at |east 20 days before the date
of sale in one public place in the city where the property is to be
sold, if the property is to be sold in a city, or, if not, then in
one public place in the judicial district in which the property is to
be sold, and publishing a copy once a week for three consecutive
cal endar weeks, the first publication to be at |east 20 days before
the date of sale, in a newspaper of general circulation published in
the city in which the property or sone part thereof is situated, if
any part thereof is situated in a city, if not, then in a newspaper
of general circulation published in the judicial district in which
the property or sone part thereof is situated, or in case no
newspaper of general circulation is published in the city or judicial
district, as the case nay be, in a newspaper of general circulation
published in the county in which the property or sone part thereof is
situated, or in case no newspaper of general circulation is
published in the city or judicial district or county, as the case may
be, in a newspaper of general circulation published in the county in
this state that (A) is contiguous to the county in which the
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property or sonme part thereof is situated and (B) has, by conparison
with all sinmilarly contiguous counties, the highest popul ation based
upon total county popul ation as determi ned by the nost recent federa
decenni al census published by the Bureau of the Census. A copy of
the notice of sale shall also be posted in a conspicuous place on the
property to be sold at |east 20 days before the date of sale, where
possi bl e and where not restricted for any reason. |If the property is
a single-fanmly residence the posting shall be on a door of the
residence, but, if not possible or restricted, then the notice shal
be posted in a conspicuous place on the property; however, if access
i s deni ed because a common entrance to the property is restricted by
a guard gate or simlar inpedinent, the property may be posted at
that guard gate or simlar inpedinment to any devel opment community.
Additionally, the notice of sale shall conformto the m ni num

requi renents of Section 6043 of the Government Code and be recorded
with the county recorder of the county in which the property or sone
part thereof is situated at |east 14 days prior to the date of sale.
The notice of sale shall contain the name, street address in this
state, which may reflect an agent of the trustee, and either a
toll-free tel ephone nunber or tel ephone nunber in this state of the
trustee, and the nanme of the original trustor, and also shall contain
the statenent required by paragraph (3) of subdivision (c). In
addition to any other description of the property, the notice shal
describe the property by giving its street address, if any, or other
comon designation, if any, and a county assessor's parcel nunber;
but if the property has no street address or other conmon
designation, the notice shall contain a | egal description of the
property, the nane and address of the beneficiary at whose request
the sale is to be conducted, and a statenent that directions may be
obtai ned pursuant to a witten request submtted to the beneficiary
within 10 days fromthe first publication of the notice. Directions
shall be deened reasonably sufficient to |ocate the property if
information as to the location of the property is given by reference
to the direction and approxi mate di stance fromthe nearest
crossroads, frontage road, or access road. |If a legal description or
a county assessor's parcel number and either a street address or
anot her conmon designation of the property is given, the validity of
the notice and the validity of the sale shall not be affected by the
fact that the street address, other common designation, name and
address of the beneficiary, or the directions obtained therefromare
erroneous or that the street address, other conmmon designation, nane
and address of the beneficiary, or directions obtained therefromare
omtted. The term "newspaper of general circulation," as used in
this section, has the same neaning as defined in Article 1
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(comrencing with Section 6000) of Chapter 1 of Division 7 of Title 1
of the Government Code.

The notice of sale shall contain a statenent of the total anount
of the unpaid bal ance of the obligation secured by the property to be
sol d and reasonably estinated costs, expenses, advances at the tine
of the initial publication of the notice of sale, and, if republished
pursuant to a cancellation of a cash equival ent pursuant to
subdi vision (d) of Section 2924h, a reference of that fact; provided,
that the trustee shall incur no liability for any good faith error
in stating the proper ampunt, including any anount provided in good
faith by or on behalf of the beneficiary. An inaccurate statenent of
this anpbunt shall not affect the validity of any sale to a bona fide
purchaser for value, nor shall the failure to post the notice of
sale on a door as provided by this subdivision affect the validity of
any sale to a bona fide purchaser for val ue.

(2) If the sale of the property is to be a unified sale as
provided in subparagraph (B) of paragraph (1) of subdivision (a) of
Section 9604 of the Conmercial Code, the notice of sale shall also
contain a description of the personal property or fixtures to be
sold. In the case where it is contenplated that all of the persona
property or fixtures are to be sold, the description in the notice of
the personal property or fixtures shall be sufficient if it is the
sane as the description of the personal property or fixtures
contained in the agreenent creating the security interest in or
encunbrance on the personal property or fixtures or the filed
financing statenment relating to the personal property or fixtures.

In all other cases, the description in the notice shall be sufficient
if it would be a sufficient description of the personal property or
fixtures under Section 9108 of the Conmercial Code. Inclusion of a
reference to or a description of personal property or fixtures in a
noti ce of sale hereunder shall not constitute an el ection by the
secured party to conduct a unified sale pursuant to subparagraph (B)
of paragraph (1) of subdivision (a) of Section 9604 of the Commrercia
Code, shall not obligate the secured party to conduct a unified sale
pursuant to subparagraph (B) of paragraph (1) of subdivision (a) of
Section 9604 of the Conmercial Code, and in no way shall render

def ective or nonconplying either that notice or a sale pursuant to
that notice by reason of the fact that the sale includes none or |ess
than all of the personal property or fixtures referred to or
described in the notice. This paragraph shall not otherw se affect
the obligations or duties of a secured party under the Comercia
Code.

(c) (1) This subdivision applies only to deeds of trust or
nort gages whi ch contain a power of sale and which are secured by rea
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property containing a single-famly, owner-occupied residence, where
the obligation secured by the deed of trust or nortgage is contained
in a contract for goods or services subject to the provisions of the
Unruh Act (Chapter 1 (commencing with Section 1801) of Title 2 of
Part 4 of Division 3).

(2) Except as otherwi se expressly set forth in this subdivision
all other provisions of lawrelating to the exercise of a power of
sal e shall govern the exercise of a power of sale contained in a deed
of trust or nortgage described in paragraph (1).

(3) If any default of the obligation secured by a deed of trust or
nort gage described in paragraph (1) has not been cured within 30
days after the recordation of the notice of default, the trustee or
nortgagee shall mail to the trustor or nortgagor, at his or her |ast
known address, a copy of the follow ng statenent:

YOU ARE | N DEFAULT UNDER A

(Deed of trust or nortgage)
DATED . UNLESS YQU TAKE ACTI ON TO PROTECT
YOUR PROPERTY, | T MAY BE SOLD AT A PUBLI C SALE
| F YOU NEED AN EXPLANATI ON OF THE NATURE OF THE

PROCEEDI NG AGAI NST YOU, YQOU SHOULD CONTACT A LAWER

(4) Al sales of real property pursuant to a power of sale
contained in any deed of trust or nortgage described in paragraph (1)
shall be held in the county where the residence is |ocated and shal
be made to the person making the highest offer. The trustee may
receive offers during the 10-day period imrediately prior to the date
of sale and if any offer is accepted in witing by both the trustor
or nortgagor and the beneficiary or nortgagee prior to the tine set
for sale, the sale shall be postponed to a date certain and prior to
whi ch the property may be conveyed by the trustor to the person
meki ng the offer according to its terms. The offer is revocable
until accepted. The performance of the offer, follow ng acceptance,
according to its terms, by a conveyance of the property to the
of feror, shall operate to terminate any further proceedi ng under the
notice of sale and it shall be deemed revoked.

(5) In addition to the trustee fee pursuant to Section 2924c, the
trustee or nortgagee pursuant to a deed of trust or nortgage subject
to this subdivision shall be entitled to charge an additional fee of
fifty dollars ($50).

(6) This subdivision applies only to property on which notices of
default were filed on or after the effective date of this
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subdi vi si on.
SEC. 2. Section 3440.5 of the Cvil Code, as anmended by Chapter
991 of the Statutes of 1999, is anmended to read:

3440.5. (a) This chapter does not affect the rights of a secured
party who, for value and in good faith, acquires a security interest
in the transferred personal property fromthe transferee, or fromthe
transferee's successor in interest, if the transferor is no |onger
i n possession of the personal property at the time the security
i nterest attaches.

(b) Additionally, except as provided in Section 3440.3, this
chapter does not affect the rights of a secured party who acquires a
security interest fromthe transferee, or fromthe transferee's
successor in interest, in the personal property, if all of the
followi ng conditions are satisfied:

(1) On or before the date the security agreement is executed, the
i ntended debtor or secured party files a financing statenent with
respect to the property transferred, signed by the intended debtor
The financing statement shall be filed in the office of the Secretary
of State in accordance with Chapter 5 (conmencing with Section 9501)
of Division 9 of the Commrercial Code, but shall use the terns
"transferor” in lieu of "debtor," "transferee" in lieu of "secured
party," and "secured party" in lieu of "assignee of secured party."
The provisions of Chapter 5 (commencing with Section 9501) of
Division 9 of the Cormercial Code shall apply as appropriate to such
a statenment. For the purpose of indexing, and in any certification
of search, the Secretary of State may refer to any financing
staterment filed pursuant to this paragraph as a financing statenent
under the Commerci al Code and may describe the transferor as a debtor
and the transferee as a secured party.

Conpliance with this paragraph shall, however, not perfect the
security interest of the secured party. Perfection of such a
security interest shall be governed by Division 9 (conmencing with
Section 9101) of the Commercial Code.

(2) The intended debtor or secured party publishes a notice of the
transfer one tinme in a newspaper of general circulation published in
the judicial district in which the personal property is |located, if
there is one, and if there is none in the judicial district, then in
a newspaper of general circulation in the county enbracing the
judicial district. The publication shall be conpleted not |ess than
10 days before the date of execution by the intended debtor of the
i ntended security agreenent. The notice shall contain the nanmes and
addresses of the transferor and transferee and of the intended debtor
and secured party, a general statenent of the character of the
personal property transferred and i ntended to be subject to the
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security interest, the location of the personal property, and the
date on or after which the security agreenent is to be executed by
the intended debtor.

SEC. 3. Section 1201 of the Conmercial Code is anended to read:

1201. The followi ng definitions apply for purposes of this code,
subject to additional definitions contained in the subsequent
divisions of this code that apply to specific divisions or chapters
thereof, and unless the context otherw se requires:

(1) "Action,” in the sense of a judicial proceeding, includes
recoupnment, counterclaim setoff, suit in equity, and any other
proceedi ngs in which rights are determ ned.

(2) "Aggrieved party" nmeans a party entitled to resort to a
renedy.

(3) "Agreenent" nmeans the bargain of the parties in fact as found
in their |anguage or by inplication from other circunstances,

i ncl udi ng course of dealing, usage of trade, and course of
performance as provided in this code (Sections 1205, 2208, and
10207). \Whether an agreenent has | egal consequences is determ ned by
the provisions of this code, if applicable, and otherw se by the | aw
of contracts (Section 1103). (Conpare "contract.")

(4) "Bank" neans any person engaged in the business of banking.

(5) "Bearer" neans the person in possession of an instrunent,
docunent of title, or certificated security payable to bearer or
endorsed i n bl ank.

(6) "Bill of |ading" neans a docunent evidencing the receipt of
goods for shipnent issued by a person engaged in the business of
transporting or forwardi ng goods, and that, by its terms, evidences
the intention of the issuer that the person entitled under the
docunent (Section 7403(4)) has the right to receive, hold, and
di spose of the docunment and the goods it covers. Designation of a

docunment by the issuer as a "bill of lading" is conclusive evidence
of that intention. "Bill of lading" includes an airbill. "Airbill"
means a docunent serving for air transportation as a bill of |ading

does for marine or rail transportation, and includes an air
consi gnnent note or air waybill

(7) "Branch" includes a separately incorporated foreign branch of
a bank.

(8) "Burden of establishing" a fact neans the burden of persuading
the triers of fact that the existence of the fact is nore probable
than its nonexi stence.

(9) "Buyer in ordinary course of business" nmeans a person that
buys goods in good faith, w thout know edge that the sale violates
the rights of another person in the goods, and in the ordinary course
froma person, other than a pawnbroker, in the business of selling

http://www.leginfo.ca.gov/pub/99-00/bill/sen/sb 2001-2050/sb 2002 bill 20000930 chaptered.html

Page 7 of 61

5/10/01




SB 2002 Senate Bill - CHAPTERED

goods of that kind. A person buys goods in the ordinary course if
the sale to the person conmports with the usual or custonmary practices
in the kind of business in which the seller is engaged or with the
seller's own usual or custonary practices. A person that sells oil
gas, or other mnerals at the wellhead or mnehead is a person in the
busi ness of selling goods of that kind. A buyer in the ordinary
course of business may buy for cash, by exchange of other property,

or on secured or unsecured credit, and may acquire goods or docunents
of title under a preexisting contract for sale. Only a buyer that

t akes possession of the goods or has a right to recover the goods
fromthe seller under Division 2 (commencing with Section 2101) may
be a buyer in ordinary course of business. A person that acquires
goods in a transfer in bulk or as security for or in total or partia
satisfaction of a noney debt is not a buyer in ordinary course of

busi ness.

(10) "Conspicuous.” A termor clause is conspicuous when it is so
witten that a reasonabl e person against whomit is to operate ought
to have noticed it. A printed heading in capitals (as:

NONNEGOTI ABLE BI LL OF LADING is conspicuous. Language in the body
of a formis "conspicuous"” if it is in larger or other contrasting

type or color, except that in a telegramany stated termis

"conspi cuous." Whether a termor clause is "conspicuous" or not is

for decision by the court.

(11) "Contract"” nmeans the total |egal obligation that results from
the parties' agreenent as affected by this code and any ot her
applicable rules of law. (Conpare "agreenent.")

(12) "Creditor" includes a general creditor, a secured creditor, a
lien creditor, and any representative of creditors, including an
assignee for the benefit of creditors, a trustee in bankruptcy, a
receiver in equity, and an executor or adm nistrator of an insolvent
debtor's or assignor's estate.

(13) "Defendant" includes a person in the position of defendant in
a cross-action or counterclaim

(14) "Delivery,"” with respect to instrunments, docunments of title,
chattel paper, or certificated securities, nmeans the voluntary
transfer of possession

(15) "Docunent of title" includes a bill of |ading, dock warrant,
dock receipt, warehouse receipt, gin ticket, or conpress receipt, and
any ot her docunent that, in the regular course of business or
financing, is treated as adequately evidencing that the person
entitled under the document (Section 7403(4)) has the right to
recei ve, hold, and di spose of the docunent and the goods it covers.
To be a document of title, a docunment shall purport to be issued by a
bai | ee and purport to cover goods in the bailee' s possession that
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either are identified as or are fungible portions of an identified
nass.

(16) "Fault" nmeans wongful act, om ssion, or breach

(17) "Fungible," with respect to goods or securities, neans goods
or securities of which any unit is, by nature or usage of trade, the
equi val ent of any other like unit. Goods that are not fungible shal
be deened fungible for the purposes of this code to the extent that,
under a particul ar agreenent or docunent, unlike units are treated
as equival ents.

(18) "Cenuine" neans free of forgery or counterfeiting.

(19) "CGood faith" means honesty in fact in the conduct or
transacti on concer ned.

(20) "Holder," with respect to a negotiable instrument, neans the
person in possession if the instrunent is payable to bearer or, in
the case of an instrunment payable to an identified person, if the
identified person is in possession. "Holder,” with respect to a
docunent of title, means the person in possession if the goods are
deliverable to bearer or to the order of the person in possession

(21) To "honor" is to pay or to accept and pay or, where a credit
SO0 engages, to purchase or discount a draft conplying with the terns
of the credit.

(22) "lInsol vency proceedings" includes any assignment for the
benefit of creditors or other proceedings intended to |iquidate or
rehabilitate the estate of the person invol ved.

(23) A person is "insolvent"” who either has ceased to pay his or
her debts in the ordinary course of business, cannot pay his or her
debts as they becone due, or is insolvent wi thin the neaning of the
federal bankruptcy |aw

(24) "Money" neans a nedi um of exchange authorized or adopted by a
donestic or foreign governnent and includes a nonetary unit of
account established by an intergovernnmental organization or by
agreenment between two or nore nations.

(25) A person has "notice" of a fact when any of the follow ng
occurs:

(a) He or she has actual know edge of it.

(b) He or she has received a notice or notification of it.

(c) Fromall the facts and circunmstances known to himor her at
the tine in question, he or she has reason to know that it exists. A
person "knows" or has "know edge" of a fact when he or she has
actual know edge of it. "Discover" or "learn," or a word or phrase
of similar inmport, refers to know edge rather than to reason to know

The tinme and circunstances under which a notice or notification may
cease to be effective are not determ ned by this code.

(26) A person "notifies"™ or "gives" a notice or notification to

http://www.leginfo.ca.gov/pub/99-00/bill/sen/sb 2001-2050/sb 2002 bill 20000930 chaptered.html

Page 9 of 61

5/10/01




SB 2002 Senate Bill - CHAPTERED

anot her by taking those steps that nmay be reasonably required to
informthe other in ordinary course whether or not the other actually
cones to know of it. A person "receives" a notice or notification
when any of the follow ng occurs:

(a) It cones to his or her attention

(b) It is duly delivered at the place of business through which
the contract was nmade or at any other place held out by himor her as
the place for receipt of these communications.

(27) Notice, know edge, or a notice or notification received by an
organi zation is effective for a particular transaction fromthe tine
it is brought to the attention of the individual conducting that
transaction and, in any event, fromthe tine it would have been
brought to his or her attention if the organization had exercised due
diligence. An organization exercises due diligence if it naintains
reasonabl e routines for comrunicating significant information to the
person conducting the transaction and there is reasonable conpliance
with the routines. Due diligence does not require an individua
acting for the organization to conmunicate information unless the
comuni cation is part of his or her regular duties, or unless he or
she has reason to know of the transaction and that the transaction
woul d be materially affected by the information

(28) "Organi zation" includes a corporation, governnment or
gover nment al subdi vi si on or agency, business trust, estate, trust,
partnership or association, two or nore persons having a joint or
comon interest, or any other legal or conmercial entity.

(29) "Party," as distinct from"third party,” means a person who
has engaged in a transaction or nmade an agreenent within this
di vi si on.

(30) "Person" includes an individual or an organization. (See
Section 1102.)

(31) "Purchase" includes taking by sale, discount, negotiation
nortgage, pledge, lien, security interest, issue or reissue, gift, or
any other voluntary transaction creating an interest in property.

(32) "Purchaser" neans a person who takes by purchase.

(33) "Renedy" neans any renedial right to which an aggrieved party
is entitled with or without resort to a tribunal

(34) "Representative" includes an agent, an officer of a
corporation or association, a trustee, executor, or admnistrator of
an estate, or any other person enpowered to act for another

(35) "Rights" includes renedies.

(36) (a) "Security interest" means an interest in persona
property or fixtures that secures payment or performance of an
obligation. The termalso includes any interest of a cosignor and a
buyer of accounts, chattel paper, a paynent intangible, or a
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prom ssory note in a transaction that is subject to Division 9
(comrencing with Section 9101). The special property interest of a
buyer of goods on identification of those goods to a contract for
sal e under Section 2401 is not a "security interest,” but a buyer may
al so acquire a "security interest” by conplying with Division 9
(comrenci ng with Section 9101). Except as otherwi se provided in
Section 2505, the right of a seller or l|essor of goods under

Di vision 2 (comrencing with Section 2101) or Division 10 (comenci ng
with Section 10101) to retain or acquire possession of the goods is
not a "security interest,” but a seller or |essor may al so acquire a
"security interest” by conplying with Division 9 (comrencing with
Section 9101). The retention or reservation of title by a seller of
goods notwi t hstandi ng shi pnent or delivery to the buyer (Section
2401) is limted in effect to a reservation of a "security interest."

(b) Whether a transaction creates a | ease or security interest is
determ ned by the facts of each case. However, a transaction creates
a security interest if the consideration the |lessee is to pay the
| essor for the right to possession and use of the goods is an
obligation for the termof the | ease not subject to term nation by
the | essee, and any of the follow ng conditions applies:

(i) The original termof the lease is equal to or greater than the
remai ni ng econonic life of the goods.

(ii) The lessee is bound to renew the | ease for the remaining
econonmic life of the goods or is bound to becone the owner of the
goods.

(iii) The lessee has an option to renew the | ease for the
remai ni ng econonic life of the goods for no additional consideration
or nom nal additional consideration upon conpliance with the |ease
agreenent .

(iv) The |l essee has an option to become the owner of the goods for
no addi tional consideration or nomi nal additional consideration upon
conpliance with the | ease agreenent.

(c) A transaction does not create a security interest nerely
because it provides one or nore of the follow ng:

(i) That the present value of the consideration the |essee is
obligated to pay the lessor for the right to possessi on and use of
the goods is substantially equal to or greater than the fair narket
val ue of the goods at the tinme the lease is entered into.

(ii) That the | essee assunmes the risk of |oss of the goods, or
agrees to pay the taxes, insurance, filing, recording, or
registration fees, or service or maintenance costs with respect to
t he goods.

(iii) That the | essee has an option to renew the |ease or to
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beconme the owner of the goods.

(iv) That the |l essee has an option to renew the | ease for a fixed
rent that is equal to or greater than the reasonably predictable fair
mar ket rent for the use of the goods for the termof the renewal at
the tine the option is to be perforned.

(v) That the | essee has an option to becone the owner of the goods
for a fixed price that is equal to or greater than the reasonably
predictable fair market value of the goods at the tinme the option is
to be perforned.

(vi) In the case of a motor vehicle, as defined in Section 415 of
the Vehicle Code, or a trailer, as defined in Section 630 of that
code, that is not to be used primarily for personal, famly, or
househol d purposes, that the amount of rental paynents nmay be
i ncreased or decreased by reference to the amobunt realized by

the | essor upon sale or
di sposition of the vehicle or trailer. Nothing in this subparagraph
affects the application or administration of the Sal es and Use Tax
Law (Part 1 (commencing with Section 6001), Division 2, Revenue and
Taxati on Code).

(d) For purposes of this subdivision (36), all of the follow ng
apply:

(i) Additional consideration is not nomnal if (A when the option
to renew the lease is granted to the lessee, the rent is stated to
be the fair market rent for the use of the goods for the termof the
renewal deternmined at the tine the option is to be perforned, or (B)
when the option to becone the owner of the goods is granted to the
| essee, the price is stated to be the fair nmarket val ue of the goods
determined at the time the option is to be perforned. Additiona
consideration is nomnal if it is less than the |essee's reasonably
predi ctabl e cost of perform ng under the | ease agreenent if the
option is not exercised.

(ii) "Reasonably predictable" and "remaining econonmic life of the
goods" are to be determined with reference to the facts and
circunmstances at the tinme the transaction is entered into.

(iii) "Present value" neans the anmount as of a date certain of one
or nore sunms payable in the future, discounted to the date certain.
The discount is determined by the interest rate specified by the
parties if the rate is not nmanifestly unreasonable at the tinme the
transaction is entered into; otherw se, the discount is determ ned by
a commercially reasonable rate that takes into account the facts and
circunst ances of each case at the time the transaction was entered
i nto.

(37) "Send," in connection with any witing or notice, nmeans to
deposit in the mail or deliver for transm ssion by any other usua
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means of conmuni cation with postage or cost of transm ssion provided
for and properly addressed and, in the case of an instrunent, to an
address specified thereon or otherw se agreed or, if there is none,
to any address reasonabl e under the circunstances. The receipt of
any witing or notice within the tine in which it would have arrived
if properly sent has the effect of a proper sending. Wen a witing
or notice is required to be sent by registered or certified mail,
proof of mailing is sufficient, and proof of receipt by the addressee
is not required unless the words "with return recei pt requested" are
al so used

(38) "Signed" includes any synmbol executed or adopted by a party
with present intention to authenticate a witing.

(39) "Surety" includes guarantor

(40) "Telegrant includes a nessage transmtted by radio, teletype,
cabl e, any nmechani cal nethod of transm ssion, or the I|ike.

(41) "Terni means that portion of an agreenment that relates to a
particul ar matter.

(42) "Unaut horized" signature means one made Wt hout actual
i nplied, or apparent authority, and includes a forgery.

(43) "Value." Except as otherw se provided with respect to
negoti abl e i nstrunents and bank collections (Sections 3303, 4210, and
4211), a person gives "value" for rights if he or she acquires them
in any of the follow ng ways:

(a) Inreturn for a binding conmtnent to extend credit or for the
extension of imrediately available credit whether or not drawn upon
and whet her or not a chargeback is provided for in the event of
difficulties in collection

(b) As security for, or in total or partial satisfaction of, a
preexisting claim

(c) By accepting delivery pursuant to a preexisting contract for
pur chase.

(d) Cenerally, in return for any consideration sufficient to
support a sinple contract.

(44) "Warehouse receipt” nmeans a docunent evi dencing the receipt
of goods for storage issued by a warehouseman (Section 7102), and
that, by its terms, evidences the intention of the issuer that the
person entitled under the document (Section 7403(4)) has the right to
recei ve, hold, and di spose of the docunent and the goods it covers.
Desi gnati on of a docunent by the issuer as a "warehouse receipt” is
concl usi ve evidence of that intention

(45) "Witten" or "witing" includes printing, typewiting, or any
other intentional reduction to tangible form

SEC. 4. Section 2210 of the Conmercial Code is anended to read:

2210. (1) A party may performhis or her duty through a del egate
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unl ess otherw se agreed or unless the other party has a substanti al
interest in having his or her original prom sor performor contro

the acts required by the contract. No del egation of performance
relieves the party del egating of any duty to performor any liability
for breach.

(2) Except as otherwi se provided in Section 9406, unless otherw se
agreed, all rights of either seller or buyer can be assigned except
where the assignnent would materially change the duty of the other
party, or increase materially the burden or risk inposed on him or
her by his or her contract, or inpair materially his or her chance of
obtai ning return performance. A right to damages for breach of the
whol e contract or a right arising out of the assignor's due
performance of his or her entire obligation can be assigned despite
agreenent ot herw se.

(3) The creation, attachnent, perfection, or enforcenent of a
security interest in the seller's interest under a contract is not a
transfer that naterially changes the duty of, or increases materially
the burden or risk inmposed on, the buyer or inpairs materially the
buyer's chance of obtaining return performance within the purvi ew of
subdi vision (2) unless, and then only to the extent that, enforcenent
actually results in a delegation of material performance of the
seller. Even in that event, the creation, attachnment, perfection
and enforcenent of the security interest remain effective, but (A)
the seller is liable to the buyer for damages caused by the
del egation to the extent that the damages coul d not reasonably be
prevented by the buyer, and (B) a court having jurisdiction may grant
ot her appropriate relief, including cancellation of the contract for
sal e or an injunction against enforcenent of the security interest
or consummation of the enforcenent.

(4) Unless the circunstances indicate the contrary, a prohibition
of assignment of "the contract” is to be construed as barring only
the delegation to the assignee of the assignor's performance.

(5) An assignnent of "the contract" or of "all my rights under the
contract” or an assignnent in simlar general ternms is an assi gnnent
of rights and, unless the | anguage or the circunstances (as in an
assignment for security) indicate the contrary, it is a del egation of
performance of the duties of the assignor, and its acceptance by the
assignee constitutes a pronise by himor her to performthose
duties. This promse is enforceable by either the assignor or the
other party to the original contract.

(6) The other party may treat any assi gnment whi ch del egates
performance as creating reasonable grounds for insecurity and may,
wi t hout prejudice to his or her rights against the assignor, denmand
assurances fromthe assignee (Section 2609).
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SEC. 5. Section 2502 of the Commercial Code is amended to read:

2502. (1) Subject to subdivisions (2) and (3), and even though
t he goods have not been shipped, a buyer who has paid a part or al
of the price of goods in which he or she has a special property under
the provisions of the i mredi ately precedi ng section nay on maki ng
and keeping good a tender of any unpaid portion of their price
recover themfromthe seller if either

(a) In the case of goods bought for personal, famly, or household
pur poses, the seller repudiates or fails to deliver as required by
the contract.

(b) I'n all cases, the seller beconmes insolvent within 10 days
after receipt of the first installnment on their price.

(2) The buyer's right to recover the goods under paragraph (a) of
subdi vision (1) vests upon acquisition of a special property, even if
the seller had not then repudiated or failed to deliver

(3) If the identification creating his or her special property has
been nade by the buyer, he or she acquires the right to recover the
goods only if they conformto the contract for sale.

SEC. 6. Section 9102 of the Commrercial Code is amended to read:

9102. (a) In this division:

(1) "Accession" nmeans goods that are physically united with other
goods in such a manner that the identity of the original goods is not
| ost.

(2) "Account," except as used in "account for," nmeans a right to
paynment of a nonetary obligation, whether or not earned by
performance, (i) for property that has been or is to be sold, |eased,
i censed, assigned, or otherw se disposed of, (ii) for services
rendered or to be rendered, (iii) for a policy of insurance issued or
to be issued, (iv) for a secondary obligation incurred or to be
incurred, (v) for energy provided or to be provided, (vi) for the use
or hire of a vessel under a charter or other contract, (vii) arising
out of the use of a credit or charge card or information contained
on or for use with the card, or (viii) as winnings in a lottery or
ot her ganme of chance operated or sponsored by a state, governmental
unit of a state, or person licensed or authorized to operate the gane
by a state or governnental unit of a state. The termincludes
heal t h care insurance receivables. The term does not include (i)
rights to paynent evidenced by chattel paper or an instrunment, (ii)
comercial tort clains, (iii) deposit accounts, (iv) investnent
property, (v) letter-of-credit rights or letters of credit, or (vi)
rights to payment for nmoney or funds advanced or sold, other than
rights arising out of the use of a credit or charge card or
i nformati on contained on or for use with the card.

(3) "Account debtor"™ means a person obligated on an account,
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chattel paper, or general intangible. The term does not include
persons obligated to pay a negotiable instrument, even if the
i nstrument constitutes part of chattel paper.

(4) "Accounting," except as used in "accounting for,'
record that is all of the follow ng:

(A) Authenticated by a secured party.

(B) Indicating the aggregate unpaid secured obligations as of a
date not nore than 35 days earlier or 35 days |ater than the date of
t he record.

(O ldentifying the conponents of the obligations in reasonable
detail.

(5) "Agricultural lien" nmeans an interest, other than a security
interest, in farmproducts that neets all of the follow ng
condi tions:

(A) It secures paynment or perfornmance of an obligation for either
of the follow ng:

(i) Goods or services furnished in connection with a debtor's
farm ng operation.

(ii) Rent on real property |leased by a debtor in connection with
its farm ng operation.

(B) It is created by statute in favor of a person that does either
of the follow ng:

(i) In the ordinary course of its business furnished goods or
services to a debtor in connection with a debtor's farm ng operation.

nmeans a

(ii) Leased real property to a debtor in connection with the
debtor's farm ng operation.

(O Its effectiveness does not depend on the person's possession
of the personal property.

(6) "As-extracted collateral”™ neans either of the follow ng:

(A) G1l, gas, or other minerals that are subject to a security
i nterest that does both of the foll ow ng:

(i) Is created by a debtor having an interest in the minerals
before extraction.

(ii) Attaches to the mnerals as extracted.

(B) Accounts arising out of the sale at the wellhead or m nehead
of oil, gas, or other minerals in which the debtor had an interest
bef ore extracti on.

(7) "Authenticate"” neans to do either of the follow ng:

(A To sign.

(B) To execute or otherw se adopt a synbol, or encrypt or
simlarly process a record in whole or in part, with the present
intent of the authenticating person to identify the person and adopt
or accept a record.
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(8) "Bank" neans an organi zation that is engaged in the business
of banking. The termincludes savings banks, savings and | oan
associ ations, credit unions, and trust conpani es.

(9) "Cash proceeds" neans proceeds that are noney, checks, deposit
accounts, or the |ike.

(10) "Certificate of title" neans a certificate of title with
respect to which a statute provides for the security interest in
guestion to be indicated on the certificate as a condition or result
of the security interest's obtaining priority over the rights of a
lien creditor with respect to the collateral

(11) "Chattel paper™ nmeans a record or records that evidence both
a nonetary obligation and a security interest in specific goods, a
security interest in specific goods and software used in the goods, a
security interest in specific goods and |license of software used in
the goods, a | ease of specific goods, or a | ease of specific goods
and license of software used in the goods. |In this paragraph
"monetary obligation" neans a nonetary obligation secured by the
goods or owed under a | ease of the goods and includes a nonetary
obligation with respect to software used in the goods. The term does
not include (i) charters or other contracts involving the use or
hire of a vessel or (ii) records that evidence a right to paynent
arising out of the use of a credit or charge card or information
contai ned on or for use with the card. |If a transaction is evidenced
by records that include an instrument or series of instrunents, the
group of records taken together constitutes chattel paper

(12) "Collateral” means the property subject to a security
interest or agricultural lien. The termincludes all of the
fol | owi ng:

(A) Proceeds to which a security interest attaches.

(B) Accounts, chattel paper, paynent intangibles, and prom ssory
notes that have been sol d.

(C) Goods that are the subject of a consignnent.

(13) "Commercial tort clainf nmeans a claimarising in tort with
respect to which either of the following conditions is satisfied:

(A) The claimant is an organi zati on.

(B) The clainmant is an individual and both of the follow ng
conditions are satisfied regarding the claim

(i) It arose in the course of the clainmant's business or
pr of essi on.

(ii) I't does not include damages arising out of personal injury to
or the death of an individual

(14) "Conmodity account"” means an account naintained by a
commodity internediary in which a conmmodity contract is carried for a
comodity custoner.
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(15) "Commodity contract” neans a conmodity futures contract, an
option on a comodity futures contract, a commodity option, or
anot her contract if the contract or option is either of the
fol | owi ng:

(A) Traded on or subject to the rules of a board of trade that has
been designated as a contract market for such a contract pursuant to
federal conmodities |aws.

(B) Traded on a foreign commodity board of trade, exchange, or
market, and is carried on the books of a commdity internediary for a
comodity custoner.

(16) "Commodity customer” neans a person for which a commodity
intermediary carries a commodity contract on its books.

(17) "Conmodity intermediary" means a person that is either of the
fol | owi ng:

(A) Is registered as a futures comi ssion merchant under federa
commodities | aw.

(B) In the ordinary course of its business provides cl earance or
settl enent services for a board of trade that has been designhated as
a contract market pursuant to federal commodities |aw.

(18) "Communi cate" neans to do any of the follow ng:

(A) To send a witten or other tangi ble record.

(B) To transmit a record by any nmeans agreed upon by the persons
sendi ng and receiving the record.

(© In the case of transm ssion of a record to or by a filing
office, to transmt a record by any nmeans prescribed by filing-office
rule.

(19) "Consignee" means a merchant to which goods are delivered in
a consi gnment .

(20) "Consignnent" neans a transaction, regardless of its form in
whi ch a person delivers goods to a nmerchant for the purpose of sale
and all of the follow ng conditions are satisfied:

(A) The nerchant satisfies all of the follow ng conditions:

(i) He or she deals in goods of that kind under a name other than
the nane of the person making delivery.

(ii) He or she is not an aucti oneer

(iii) He or she is not generally known by its creditors to be
substantially engaged in selling the goods of others.

(B) Wth respect to each delivery, the aggregate value of the
goods is one thousand dollars ($1,000) or nore at the tine of
delivery.

(C The goods are not consumer goods i medi ately before delivery.

(D) The transaction does not create a security interest that
secures an obligation.
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(21) "Consignor" neans a person that delivers goods to a consi gnee
in a consignment.

(22) "Consuner debtor" neans a debtor in a consumer transaction

(23) "Consumer goods" means goods that are used or bought for use
primarily for personal, famly, or househol d purposes.

(24) "Consuner-goods transaction” neans a consuner transaction in
whi ch both of the followi ng conditions are satisfied:

(A) An individual incurs an obligation primarily for personal
famly, or househol d purposes.

(B) A security interest in consuner goods secures the obligation.

(25) "Consuner obligor" nmeans an obligor who is an individual and
who incurred the obligation as part of a transaction entered into
primarily for personal, famly, or househol d purposes.

(26) "Consuner transaction” neans a transaction in which (i) an
i ndi vidual incurs an obligation primarily for personal, famly, or
househol d purposes, (ii) a security interest secures the obligation
and (iii) the collateral is held or acquired primarily for personal
famly, or household purposes. The term i ncludes consuner-goods
transactions.

(27) "Continuation statenment” neans an anmendnment of a financing
statenent whi ch does both of the follow ng:

(A) ldentifies, by its file number, the initial financing
statement to which it rel ates.

(B) Indicates that it is a continuation statenent for, or that it
is filed to continue the effectiveness of, the identified financing
st at enent.

(28) "Debtor" nmeans any of the foll ow ng:

(A) A person having an interest, other than a security interest or
other lien, in the collateral, whether or not the person is an
obl i gor.

(B) A seller of accounts, chattel paper, paynent intangibles, or
proni ssory notes.

(C A consignee.

(29) "Deposit account™ nmeans a dermand, tine, savings, passbook, or
simlar account maintained with a bank. The term does not include
i nvestment property or accounts evidenced by an instrument.

(30) "Docunent" means a docunent of title or a receipt of the type
described in subdivision (2) of Section 7201

(31) "Electronic chattel paper” neans chattel paper evidenced by a
record or records consisting of information stored in an el ectronic
nmedi um

(32) "Encunbrance" means a right, other than an ownership
interest, in real property. The termincludes nortgages and ot her
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liens on real property.

(33) "Equi prent" means goods other than inventory, farm products,
or consumer goods.

(34) "Farm products" means goods, other than standing tinber, with
respect to which the debtor is engaged in a farnmi ng operation and
whi ch are any of the follow ng:

(A) Crops grown, growi ng, or to be grown, including both of the
fol | owi ng:

(i) Crops produced on trees, vines, and bushes.

(ii) Aguatic goods produced in aquacul tural operations.

(B) Livestock, born or unborn, including aquatic goods produced in
aquacul tural operations.

(C Supplies used or produced in a farm ng operation

(D) Products of crops or livestock in their unmanufactured states.

(35) "Farm ng operation" means raising, cultivating, propagating,
fattening, grazing, or any other farming, |ivestock, or aquacultura
operation.

(36) "File nunber" neans the nunber assignhed to an initial
fi nanci ng statenment pursuant to subdivision (a) of Section 9519

(37) "Filing office" nmeans an office designated in Section 9501 as
the place to file a financing statenent.

(38) "Filing-office rule" nmeans a rul e adopted pursuant to Section
9526.

(39) "Financing statenment™ nmeans a record or records conposed of
an initial financing statenent and any filed record relating to the
initial financing statenent.

(40) "Fixture filing" means the filing of a financing statenent
covering goods that are or are to beconme fixtures and sati sfying
subdi visions (a) and (b) of Section 9502. The termincludes the
filing of a financing statenent covering goods of a transmitting
utility which are or are to beconme fixtures

(41) "Fixtures" neans goods that have beconme so related to
particul ar real property that an interest in them arises under rea
property | aw.

(42) "Ceneral intangible" means any personal property, including
things in action, other than accounts, chattel paper, commercial tort
cl ai nms, deposit accounts, docunents, goods, instrunents, investnent
property, letter-of-credit rights, letters of credit, noney, and oil,
gas, or other mnerals before extraction. The termincludes paynent
i ntangi bl es and sof tware.

(43) "CGood faith" neans honesty in fact and the observance of
reasonabl e commerci al standards of fair dealing.

(44) "CGoods" neans all things that are novabl e when a security
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interest attaches. The termincludes (i) fixtures, (ii) standing
tinmber that is to be cut and renoved under a conveyance or contract
for sale, (iii) the unborn young of animals, (iv) crops grown,

growi ng, or to be grown, even if the crops are produced on trees,

vi nes, or bushes, and (v) manufactured homes. The term al so includes
a conput er program enbedded in goods and any supporting information
provided in connection with a transaction relating to the programif
(i) the programis associated with the goods in such a nanner that it
customarily is considered part of the goods, or (ii) by beconi ng the
owner of the goods, a person acquires a right to use the programin
connection with the goods. The term does not include a conputer
program enmbedded i n goods that consist solely of the mediumin which
the programis enbedded. The term also does not include accounts,
chattel paper, commercial tort clainms, deposit accounts, docunents,
general intangibles, instrunments, investment property,
letter-of-credit rights, letters of credit, noney, or oil, gas, or
other mnerals before extraction

(45) "Covernmental unit" means a subdivision, agency, departnent,
county, parish, nunicipality, or other unit of the government of the
United States, a state, or a foreign country. The termincludes an
organi zati on having a separate corporate existence if the
organi zation is eligible to i ssue debt on which interest is exenpt
fromincone taxation under the laws of the United States.

(46) "Health care insurance receivable" nmeans an interest in or
clai munder a policy of insurance which is a right to paynment of a
monetary obligation for health care goods or services provided.

(47) "lInstrument" neans a negotiable instrument or any other
writing that evidences a right to the paynent of a nonetary
obligation, is not itself a security agreenent or |ease, and is of a
type that in ordinary course of business is transferred by delivery
with any necessary indorsement or assignnment. The term does not
include (i) investnent property, (ii) letters of credit, or (iii)
writings that evidence a right to paynent arising out of the use of a
credit or charge card or information contained on or for use with
t he card.

(48) "lnventory" means goods, other than farm products, which are
any of the follow ng:

(A) Leased by a person as |essor

(B) Held by a person for sale or lease or to be furnished under a
contract of service.

(© Furnished by a person under a contract of service.

(D) Consist of raw materials, work in process, or nmaterials used
or consumed in a business.

(49) "lnvestnent property"” means a security, whether certificated
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or uncertificated, security entitlenment, securities account,
commodity contract, or conmobdity account.

(50) "Jurisdiction of organization," with respect to a registered
organi zation, neans the jurisdiction under whose | aw the organi zati on
is organized.

(51) "Letter-of-credit right" neans a right to paynent or
performance under a letter of credit, whether or not the beneficiary
has dermanded or is at the tinme entitled to demand paynment or
performance. The term does not include the right of a beneficiary to
dermand paynment or perfornmance under a letter of credit.

(52) (A) "Lien creditor™ means any of the follow ng:

(i) Acreditor that has acquired a lien on the property invol ved
by attachment, levy, or the |iKke.

(ii) An assignee for benefit of creditors fromthe tine of
assi gnnment .

(iii) Atrustee in bankruptcy fromthe date of the filing of the
petition.

(iv) Areceiver in equity fromthe time of appointnent.

(B) "Lien creditor" does not include a creditor who by filing a
notice with the Secretary of State has acquired only an attachnment or
judgment |ien on personal property, or both.

(53) "Manufactured honme" nmeans a structure, transportable in one
or nore sections, which, in the traveling node, is eight body-feet or
nmore in width or 40 body-feet or nore in length, or, when erected on
site, is 320 or nore square feet, and which is built on a permanent
chassis and designed to be used as a dwelling with or without a
per manent foundati on when connected to the required utilities, and
i ncl udes the plunbing, heating, air-conditioning, and el ectrica
systens contained therein. The termincludes any structure that
meets all of the requirenents of this paragraph except the size
requi renents and with respect to which the manufacturer voluntarily
files a certification required by the United States Secretary of
Housi ng and Urban Devel opment and conplies with the standards
est ablished under Title 42 of the United States Code.

(54) "Manufactured honme transaction” nmeans a secured transaction
that satisfies either of the follow ng:

(A) It creates a purchase nobney security interest in a
manuf actured hone, other than a manufactured hone held as inventory.

(B) It is a secured transaction in which a manufactured hone,
ot her than a manufactured home held as inventory, is the primary
col I ateral

(55) "Mortgage" means a consensual interest in real property,
i ncludi ng fixtures, which secures paynent or perfornmance of an
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obl i gati on.

(56) "New debtor" neans a person that becomes bound as debt or
under subdivision (d) of Section 9203 by a security agreenent
previously entered into by another person

(57) "New val ue" neans (i) noney, (ii) nmoney's worth
in property, services, or new credit, or (iii) release by a
transferee of an interest in property previously transferred to the
transferee. The term does not include an obligation substituted for
anot her obligation.

(58) "Noncash proceeds" neans proceeds other than cash proceeds.

(59) "oligor" neans a person that, with respect to an obligation
secured by a security interest in or an agricultural lien on the
collateral, (i) owes payment or other performance of the obligation
(ii) has provided property other than the collateral to secure
paynment or other performance of the obligation, or (iii) is otherw se
accountable in whole or in part for paynent or other performance of
the obligation. The termdoes not include issuers or noninated
persons under a letter of credit.

(60) "Original debtor,"” except as used in subdivision (c) of
Section 9310, neans a person that, as debtor, entered into a security
agreenent to which a new debtor has become bound under subdi vision
(d) of Section 9203.

(61) "Payment intangi ble" neans a general intangible under which
the account debtor's principal obligation is a nonetary obligation

(62) "Person related to,” with respect to an individual, neans any
of the follow ng:

(A) The spouse of the individual

(B) A brother, brother-in-law, sister, or sister-in-law of the
i ndi vi dual

(C© An ancestor or lineal descendant of the individual or the
i ndi vi dual ' s spouse.

(D) Any other relative, by blood or marriage, of the individual or
the individual's spouse who shares the same honme with the
i ndi vi dual

(63) "Person related to," with respect to an organi zati on, neans
any of the follow ng:

(A) A person directly or indirectly controlling, controlled by, or
under conmon control with the organization

(B) An officer or director of, or a person performng simlar
functions with respect to, the organization

(© An officer or director of, or a person performng sinilar
functions with respect to, a person described in subparagraph (A).

(D) The spouse of an individual described in subparagraph (A),

(B), or (O.
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(E) An individual who is related by blood or marriage to an
i ndi vi dual described in subparagraph (A), (B), (O, or (D and shares
the sane hone with the individual

(64) "Proceeds," except as used in subdivision (b) of Section
9609, neans any of the follow ng property:

(A) Whatever is acquired upon the sale, lease, |icense, exchange,
or other disposition of collateral

(B) Whatever is collected on, or distributed on account of,
col | at eral

(C Rights arising out of collateral

(D) To the extent of the value of collateral, clainms arising out
of the loss, nonconfornmity, or interference with the use of, defects
or infringenent of rights in, or damage to, the collateral

(E) To the extent of the value of collateral and to the extent
payable to the debtor or the secured party, insurance payable by
reason of the loss or nonconformty of, defects or infringenent of
rights in, or damage to, the collateral

(65) "Prom ssory note" neans an instrunent that evidences a
prom se to pay a nonetary obligation, does not evidence an order to
pay, and does not contain an acknow edgnent by a bank that the bank
has received for deposit a sum of noney or funds.

(66) "Proposal" means a record authenticated by a secured party
that includes the ternms on which the secured party is willing to
accept collateral in full or partial satisfaction of the obligation
it secures pursuant to Sections 9620, 9621, and 9622

(67) "Public finance transaction” neans a secured transaction in
connection with which all of the followi ng conditions are satisfied:

(A) Debt securities are issued.

(B) All or a portion of the securities issued have an initial
stated maturity of at l[east 20 years.

(C The debtor, obligor, secured party, account debtor or other
person obligated on collateral, assignor or assignee of a secured
obligation, or assignor or assignee of a security interest is a state
or a governnmental unit of a state.

(68) "Pursuant to commitnent," with respect to an advance nede or
ot her value given by a secured party, neans pursuant to the secured
party's obligation, whether or not a subsequent event of default or
ot her event not within the secured party's control has relieved or
may relieve the secured party fromits obligation

(69) "Record," except as used in "for record," "of record,"
"record or legal title," and "record owner," means information that
is inscribed on a tangi ble nediumor which is stored in an electronic
or other mediumand is retrievable in perceivable form
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(70) "Registered organi zati on" means an organi zati on organi zed
solely under the law of a single state or the United States and as to
which the state or the United States nust maintain a public record
showi ng the organi zation to have been organi zed.

(71) "Secondary obligor™ means an obligor to the extent that
either of the follow ng conditions are satisfied:

(A) The obligor's obligation is secondary.

(B) The obligor has a right of recourse with respect to an
obligation secured by collateral against the debtor, another obligor,
or property of either.

(72) "Secured party" means any of the follow ng:

(A) A person in whose favor a security interest is created or
provi ded for under a security agreement, whether or not any
obligation to be secured is outstanding.

(B) A person that holds an agricultural Iien.

(C A consignor.

(D) A person to which accounts, chattel paper, paynent
i ntangi bl es, or pronissory notes have been sol d.

(E) Atrustee, indenture trustee, agent, collateral agent, or
other representative in whose favor a security interest or
agricultural lien is created or provided for.

(F) A person that holds a security interest arising under Section
2401, 2505, 4210, or 5118, or under subdivision (3) of Section 2711
or subdivision (5) of Section 10508.

(73) "Security agreenment” neans an agreenent that creates or
provides for a security interest.

(74) "Send," in connection with a record or notification, nmeans to
do either of the follow ng:
(A) To deposit in the mail, deliver for transm ssion, or transmt

by any other usual neans of conmunication, with postage or cost of
transm ssion provided for, addressed to any address reasonabl e under
t he circunstances.

(B) To cause the record or notification to be received within the
time that it would have been received if properly sent under
subpar agraph (A).

(75) "Software" means a conputer program and any supporting
i nformation provided in connection with a transaction relating to the
program The term does not include a conputer programthat is
i ncluded in the definition of goods.

(76) "State" neans a state of the United States, the District of
Col unbi a, Puerto Rico, the United States Virgin |Islands, or any
territory or insular possession subject to the jurisdiction of the
Uni ted States.

(77) "Supporting obligation”™ nmeans a letter-of-credit right or
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secondary obligation that supports the paynment or performance of an
account, chattel paper, docunent, general intangible, instrument, or
i nvest ment property.

(78) "Tangible chattel paper" means chattel paper evidenced by a
record or records consisting of information that is inscribed on a
tangi bl e medi um

(79) "Termination statenent" means an amendnent of a financing
statenent that does both of the follow ng:

(A) ldentifies, by its file nunber, the initial financing
statement to which it rel ates.

(B) Indicates either that it is a term nation statenent or that
the identified financing statenent is no |onger effective.

(80) "Transmitting utility" neans a person primarily engaged in
t he busi ness of any of the follow ng:

(A) Operating a railroad, subway, street railway, or trolley bus.

(B) Transmitting comunications electrically, electromagnetically,
or by light.

(© Transmitting goods by pipeline or sewer.

(D) Transmitting or producing and transmtting electricity, steam
gas, or water.

(b) The following definitions in other divisions apply to this
di vi si on:

"Applicant” Section 5102.
"Beneficiary" Section 5102.
" Br oker" Section 8102.
"Certificated security” Section 8102.
" Check" Section 3104.
"Cl earing corporation" Section 8102.
"Contract for sale" Section 2106.
"Cust oner " Section 4104.
"Entitlement hol der" Section 8102.
"Fi nanci al asset” Section 8102.
"Hol der in due course" Section 3302.
"lIssuer"” (with respect to a letter of credit or

letter-of-credit right) Section 5102.
"lIssuer"” (with respect to a security) Section 8201.
"Lease" Section 10103.
"Lease agreenent"” Section 10103.
"Lease contract" Section 10103.
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"Leasehold interest" Section 10103.
"Lessee" Section 10103.
"Lessee in ordinary course of business” Section 10103.
"Lessor" Section 10103.
"Lessor's residual interest” Section 10103.
"Letter of credit" Section 5102
"Merchant" Section 2104.
"Negotiable instrunent” Section 3104.
"Noni nat ed person” Section 5102
" Not e" Section 3104.
"Proceeds of a letter of credit" Section 5114.
"Prove" Section 3103.
" Sal e" Section 2106
"Securities account” Section 8501
"Securities intermediary” Section 8102
"Security" Section 8102
"Security certificate" Section 8102
"Security entitlement” Section 8102
"Uncertificated security” Section 8102

(c) Division 1 (conmencing with Section 1101) contains genera
definitions and principles of construction and interpretation
appl i cabl e throughout this division

SEC. 7. Section 9104 of the Comrercial Code, as added by Section
35 of Chapter 991 of the Statutes of 1999, is anended to read:

9104. (a) A secured party has control of a deposit account if any
of the following conditions is satisfied:

(1) The secured party is the bank with which the deposit account
i s maintai ned.

(2) The debtor, secured party, and bank have agreed in an
aut henticated record that the bank will conply with instructions
originated by the secured party directing disposition of the funds in
the deposit account w thout further consent by the debtor

(3) The secured party becones the bank's customer with respect to
t he deposit account.

(b) A secured party that has satisfied subdivision (a) has
control, even if the debtor retains the right to direct the
di sposition of funds fromthe deposit account.
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SEC. 8. Section 9205 of the Comrercial Code, as added by Section
35 of Chapter 991 of the Statutes of 1999, is anmended to read:

9205. (a) A security interest is not invalid or fraudul ent
agai nst creditors solely because either of the follow ng applies:

(1) The debtor has the right or ability to do any of the
fol | owi ng:

(A) Use, conmingle, or dispose of all or part of the collateral
i ncluding returned or repossessed goods.

(B) Collect, conpronm se, enforce, or otherwi se deal with
col | at eral

(C Accept the return of collateral or make repossessions.

(D) Use, commingle, or dispose of proceeds.

(2) The secured party fails to require the debtor to account for
proceeds or replace collateral

(b) This section does not relax the requirenents of possession if
attachnment, perfection, or enforcenment of a security interest depends
upon possession of the collateral by the secured party.

SEC. 9. Section 9210 of the Conmercial Code is anended to read:

9210. (a) In this section

(1) "Request"” neans a record of a type described in paragraph (2),
(3), or (4).

(2) "Request for an accounting" neans a record authenticated by a
debtor requesting that the recipient provide an accounting of the
unpai d obligations secured by collateral and reasonably identifying
the transaction or relationship that is the subject of the request.

(3) "Request regarding a list of collateral” neans a record
aut henticated by a debtor requesting that the recipient approve or
correct a list of what the debtor believes to be the collatera
securing an obligation and reasonably identifying the transaction or
relationship that is the subject of the request.

(4) "Request regarding a statement of account" neans a record
aut henticated by a debtor requesting that the recipient approve or
correct a statenent indicating what the debtor believes to be the
aggregat e amobunt of unpaid obligations secured by collateral as of a
speci fied date and reasonably identifying the transaction or
relationship that is the subject of the request.

(b) Subject to subdivisions (c), (d), (e), and (f), a secured
party, other than a buyer of accounts, chattel paper, paynent
i ntangi bl es, or prom ssory notes or a consignor, shall conmply with a
request within 14 days after receipt as foll ows:

(1) In the case of a request for an accounting, by authenticating
and sending to the debtor an accounting.

(2) In the case of a request regarding a list of collateral or a
request regarding a statement of account, by authenticating and
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sending to the debtor an approval or correction

(c) A secured party that clainms a security interest in all of a
particul ar type of collateral owned by the debtor may conply with a
request regarding a list of collateral by sending to the debtor an
aut henticated record including a statenment to that effect within 14
days after receipt.

(d) A person that receives a request regarding a |ist of
collateral, claims no interest in the collateral when it receives the
request, and clained an interest in the collateral at an earlier
time shall conply with the request within 14 days after receipt by
sending to the debtor an authenticated record that contains both of
the follow ng:

(1) It disclaims any interest in the collateral

(2) If knowmn to the recipient, it provides the nane and mailing
address of any assignee of or successor to the recipient's interest
in the collateral

(e) A person that receives a request for an accounting or a
request regarding a statenent of account, clains no interest in the
obligations when it receives the request, and clained an interest in
the obligations at an earlier time shall conmply with the request
within 14 days after receipt by sending to the debtor an
aut henticated record that contains both of the follow ng:

(1) It disclainms any interest in the obligations.

(2) If knowmn to the recipient, it provides the nane and mailing
address of any assignee of or successor to the recipient's interest
in the obligations.

(f) A debtor is entitled without charge to one response to a
request under this section during any six-nmonth period. The secured
party may require paynent of a charge not exceeding twenty-five
dol lars ($25) for each additional response.

SEC. 10. Section 9307 of the Commercial Code, as added by Section
35 of Chapter 991 of the Statutes of 1999, is anmended to read:

9307. (a) In this section, "place of business" neans a pl ace
where a debtor conducts its affairs.

(b) Except as otherwi se provided in this section, the follow ng
rules determine a debtor's |ocation

(1) A debtor who is an individual is |located at the individual's
princi pal residence.

(2) A debtor that is an organization and has only one place of
business is located at its place of business.

(3) A debtor that is an organi zation and has nore than one pl ace
of business is located at its chief executive office.

(c) Subdivision (b) applies only if a debtor's residence, place of
busi ness, or chief executive office, as applicable, is located in a
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jurisdiction whose | aw generally requires information concerning the
exi stence of a nonpossessory security interest to be nade generally
available in a filing, recording, or registration systemas a
condition or result of the security interest's obtaining priority
over the rights of a lien creditor with respect to the coll ateral

I f subdivision (b) does not apply, the debtor is located in the
District of Colunbia.

(d) A person that ceases to exist, have a residence, or have a
pl ace of business continues to be located in the jurisdiction
speci fied by subdivisions (b) and (c).

(e) Aregistered organization that is organi zed under the law of a
state is located in that state.

(f) Except as otherwi se provided in subdivision (i), a registered
organi zation that is organi zed under the law of the United States and
a branch or agency of a bank that is not organized under the | aw of
the United States or a state are located in any of the foll ow ng
jurisdictions:

(1) In the state that the law of the United States designates, if
the | aw designates a state of |ocation

(2) I'n the state that the regi stered organi zati on, branch, or
agency designates, if the law of the United States authorizes the
regi stered organi zati on, branch, or agency to designhate its state of
| ocati on.

(3) Inthe District of Colunmbia, if neither paragraph (1) nor
par agraph (2) applies.

(g) A registered organization continues to be located in the
jurisdiction specified by subdivision (e) or (f) notw thstandi ng
ei ther of the follow ng:

(1) The suspension, revocation, forfeiture, or |apse of the
regi stered organi zation's status as such in its jurisdiction of
organi zati on.

(2) The dissolution, winding up, or cancellation of the existence
of the registered organi zation

(h) The United States is located in the District of Colunbia.

(i) A branch or agency of a bank that is not organized under the
law of the United States or a state is located in the state in which
the branch or agency is licensed, if all branches and agencies of the
bank are licensed in only one state.

(j) Aforeign air carrier under the Federal Aviation Act of 1958,
as anended, is located at the designated office of the agent upon
whi ch service of process may be nade on behalf of the carrier

(k) This section applies only for purposes of this chapter

SEC. 11. Section 9311 of the Commercial Code, as added by Section
35 of Chapter 991 of the Statutes of 1999, is anended to read:
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9311. (a) Except as otherw se provided in subdivision (d), the
filing of a financing statement is not necessary or effective to
perfect a security interest in property subject to any of the
fol | owi ng:

(1) A statute, regulation, or treaty of the United States whose
requi renents for a security interest's obtaining priority over the
rights of alien creditor with respect to the property preenpt
subdi vi sion (a) of Section 9310.

(2) (A The provisions of the Vehicle Code which require
regi stration of a vehicle or boat.

(B) The provisions of the Health and Safety Code which require
regi strati on of a nobil ehome or comercial coach, except that during
any period in which collateral is inventory, the filing provisions of
Chapter 5 (commencing with Section 9501) apply to a security
interest in that collateral

(C The provisions of the Health and Safety Code which require
registration of all interests in approved air contam nant emni ssion
reductions (Sections 40709 to 40713, inclusive, of the Health and
Saf ety Code).

(3) Acertificate of title statute of another jurisdiction which
provides for a security interest to be indicated on the certificate
as a condition or result of the security interest's obtaining
priority over the rights of a lien creditor with respect to the
property.

(b) Compliance with the requirenments of a statute, regulation, or
treaty described in subdivision (a) for obtaining priority over the
rights of alien creditor is equivalent to the filing of a financing
statenent under this division. Except as otherw se provided in
subdivision (d), in Section 9313, and in subdivisions (d) and (e) of
Section 9316 for goods covered by a certificate of title, a security
interest in property subject to a statute, regulation, or treaty
described in subdivision (a) may be perfected only by conpliance with
those requirements, and a security interest so perfected remains
perfected notw thstanding a change in the use or transfer of
possessi on of the collateral

(c) Except as otherw se provided in subdivision (d) and in
subdi visions (d) and (e) of Section 9316, duration and renewal of
perfection of a security interest perfected by conpliance with the
requi renents prescribed by a statute, regulation, or treaty described
i n subdivision (a) are governed by the statute, regulation, or
treaty. In other respects, the security interest is subject to this
di vi si on.

(d) During any period in which collateral subject to a statute
specified in paragraph (2) of subdivision (a) is inventory held for
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sale or |lease by a person or |eased by that person as | essor and that
person is in the business of selling goods of that kind, this
section does not apply to a security interest in that collatera
created by that person
SEC. 12. Section 9317 of the Commercial Code is anended to read:
9317. (a) A security interest or agricultural lien is subordinate
to the rights of both of the follow ng
(1) A person entitled to priority under Section 9322
(2) Except as otherw se provided in subdivision (e), a person that
becones a lien creditor before the earlier of the tinme the security
interest or agricultural lien is perfected, or one of the conditions
specified in paragraph (3) of subdivision (b) of Section 9203 is net
and a financing statenment covering the collateral is filed.
(b) Except as otherw se provided in subdivision (e), a buyer
other than a secured party, of tangible chattel paper, docunents,
goods, instruments, or a security certificate takes free of a

security interest or agricultural lien if the buyer gives value and
recei ves delivery of the collateral w thout know edge of the security
interest or agricultural lien and before it is perfected.

(c) Except as otherwi se provided in subdivision (e), a | essee of
goods takes free of a security interest or agricultural lien if the
| essee gives value and receives delivery of the collateral w thout
know edge of the security interest or agricultural lien and before it

is perfected.

(d) Alicensee of a general intangible or a buyer, other than a
secured party, of accounts, electronic chattel paper, genera
i ntangi bl es, or investment property other than a certificated
security takes free of a security interest if the |icensee or buyer
gi ves val ue wi thout know edge of the security interest and before it
is perfected.

(e) Except as otherw se provided in Sections 9320 and 9321, if a
person files a financing statement with respect to a purchase noney
security interest before or within 20 days after the debtor receives
delivery of the collateral, the security interest takes priority over
the rights of a buyer, |lessee, or lien creditor which arise between
the tinme the security interest attaches and the time of filing.

SEC. 13. Section 9319 of the Comrercial Code is anended to read:

9319. (a) Except as otherw se provided in subdivision (b), for
pur poses of deternmining the rights of creditors of, and purchasers
for value of goods from a consignee, while the goods are in the
possessi on of the consignee, the consignee is deened to have rights
and title to the goods identical to those the consignor had or had
power to transfer.

(b) For purposes of determining the rights of a creditor of a
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consi gnee, law other than this division deternmines the rights and
title of a consignee while goods are in the consignee's possession
if, under this chapter, a perfected security interest held by the
consi gnor would have priority over the rights of the creditor

SEC. 14. Section 9323 of the Commercial Code is anended to read:

9323. (a) Except as otherwi se provided in subdivision (c), for
pur poses of determining the priority of a perfected security interest
under paragraph (1) of subdivision (a) of Section 9322, perfection
of the security interest dates fromthe tinme an advance is made to
the extent that the security interest secures an advance that
satisfies both of the follow ng conditions:

(1) It is nade while the security interest is perfected only under
ei ther of the follow ng:

(A) Under Section 9309 when it attaches.

(B) Tenmporarily under subdivision (e), (f), or (g) of Section
9312.

(2) It is not nmade pursuant to a conmitnent entered into before or
while the security interest is perfected by a nmethod other than
under Section 9309 or under subdivision (e), (f), or (g) of Section
9312.

(b) Except as otherwi se provided in subdivision (c), a security
interest is subordinate to the rights of a person that becones a lien
creditor to the extent that the security interest secures an advance
made nore than 45 days after the person beconmes a lien creditor
unl ess either of the followi ng conditions is satisfied:

(1) The advance is nade wi thout know edge of the lien

(2) The advance is made pursuant to a conmitnent entered into
wi t hout know edge of the lien.

(c) Subdivisions (a) and (b) do not apply to a security interest
held by a secured party that is a buyer of accounts, chattel paper
paynment intangi bl es, or prom ssory notes or a consignor

(d) Except as otherw se provided in subdivision (e), a buyer of
goods ot her than a buyer in ordinary course of business takes free of
a security interest to the extent that it secures advances nade
after the earlier of the follow ng:

(1) The tine the secured party acquires know edge of the buyer's
pur chase.

(2) Forty-five
days after the purchase

(e) Subdivision (d) does not apply if the advance is nade pursuant
to a commitnment entered into without know edge of the buyer's
purchase and before the expiration of the 45-day period.

(f) Except as otherwi se provided in subdivision (g), a | essee of
goods, other than a | essee in ordinary course of business, takes the
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| easehol d interest free of a security interest to the extent that it

secures advances nade after the earlier of either of the follow ng:
(1) The tine the secured party acquires know edge of the |ease.
(2) Forty-five days after the | ease contract becones enforceable.

(g) Subdivision (f) does not apply if the advance is nade pursuant
to a commtnent entered into without know edge of the | ease and
before the expiration of the 45-day peri od.

SEC. 15. Section 9325 of the Commercial Code is anended to read:

9325. (a) Except as otherw se provided in subdivision (b), a
security interest created by a debtor is subordinate to a security
interest in the sane collateral created by another person if all of
the foll owi ng apply:

(1) The debtor acquired the collateral subject to the security
interest created by the other person

(2) The security interest created by the other person was
perfected when the debtor acquired the coll ateral

(3) There is no period thereafter when the security interest is
unper f ect ed.

(b) Subdivision (a) subordinates a security interest only if
either of the followi ng conditions is satisfied:

(1) The security interest otherwi se would have priority solely
under subdivision (a) of Section 9322 or under Section 9324.

(2) The security interest arose solely under subdivision (3) of
Section 2711 or subdivision (5) of Section 10508.

SEC. 16. Section 9331 of the Commercial Code is anended to read:

9331. (a) This division does not linmt the rights of a holder in
due course of a negotiable instrument, a holder to which a negotiable
docurent of title has been duly negotiated, or a protected purchaser
of a security. These holders or purchasers take priority over an
earlier security interest, even if perfected, to the extent provided
in Division 3 (comrencing with Section 3101), Division 7 (comrencing
with Section 7101), and Division 8 (comrencing with Section 8101).

(b) This division does not limt the rights of or inpose liability
on a person to the extent that the person is protected agai nst the
assertion of a claimunder Division 8 (commencing with Section 8101).

(c) Filing under this division does not constitute notice of a
claimor defense to the holders, or purchasers, or persons described
i n subdivisions (a) and (b).

SEC. 17. Section 9336 of the Comercial Code is amended to read:

9336. (a) In this section, "comm ngl ed goods" neans goods t hat
are physically united with other goods in such a manner that their
identity is lost in a product or mass.
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(b) A security interest does not exist in conmm ngled goods as
such. However, a security interest may attach to a product or nass
that results when goods become conmi ngl ed goods.

(c) If collateral becomes conm ngl ed goods, a security interest
attaches to the product or nmass.

(d) If a security interest in collateral is perfected before the
col l ateral becones conmmi ngl ed goods, the security interest that
attaches to the product or nass under subdivision (c) is perfected.

(e) Except as otherwi se provided in subdivision (f), the other
provi sions of this chapter determine the priority of a security
interest that attaches to the product or mass under subdivision (c).

(f) If nore than one security interest attaches to the product or
mass under subdivision (c), the following rules determ ne priority:

(1) A security interest that is perfected under subdivision (d)
has priority over a security interest that is unperfected at the tine
the coll ateral becones conm ngl ed goods.

(2) If nore than one security interest is perfected under
subdi vision (d), the security interests rank equally in proportion to
the value of the collateral at the tine it became conm ngl ed goods.

SEC. 18. Section 9403 of the Commercial Code, as added by Section
35 of Chapter 991 of the Statutes of 1999, is repeal ed.

SEC. 19. Section 9403 of the Conmercial Code, as anended by
Section 14 of Chapter 1000 of the Statutes of 1999, is repeal ed.

SEC. 20. Section 9403 is added to the Commercial Code, to read:

9403. (a) In this section, "value" has the nmeaning provided in
subdi vi sion (a) of Section 3303.

(b) Except as otherwi se provided in this section, an agreenent
bet ween an account debtor and an assignor not to assert against an
assignee any claimor defense that the account debtor may have
agai nst the assignor is enforceable by an assignee that takes an
assignnent that satisfies all of the foll owi ng conditions:

(1) It is taken for val ue.

(2) It is taken in good faith.

(3) It is taken without notice of a claimof a property or
possessory right to the property assigned.

(4) It is taken without notice of a defense or claimin recoupnent
of the type that may be asserted against a person entitled to
enforce a negotiable instrunment under subdivision (a) of Section
3305.

(c) Subdivision (b) does not apply to defenses of a type that may
be asserted against a holder in due course of a negotiable instrunent
under subdivision (b) of Section 3305.
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(d) I'n a consuner transaction, if a record evidences the account
debtor's obligation, law other than this division requires that the
record include a statenent to the effect that the rights of an
assignee are subject to clains or defenses that the account debtor
coul d assert against the original obligee, and the record does not
i ncl ude such a statenent, then both of the foll ow ng apply:

(1) The record has the same effect as if the record included such
a statenent.

(2) The account debtor nmay assert agai nst an assi gnee those clains
and defenses that woul d have been available if the record included
such a statenent.

(e) This section is subject to |aw other than this division which
establishes a different rule for an account debtor who is an
i ndi vi dual and who incurred the obligation primarily for personal
famly, or househol d purposes.

(f) Except as otherw se provided in subdivision (d), this section
does not displace |aw other than this division which gives effect to
an agreenment by an account debtor not to assert a claimor defense
agai nst an assi gnee.

SEC. 21. Section 9404 of the Commerci al Code, as added by Section
35 of Chapter 991 of the Statutes of 1999, is repeal ed.

SEC. 22. Section 9404 of the Commerci al Code, as anended by
Section 15 of Chapter 1000 of the Statutes of 1999, is repeal ed.

SEC. 23. Section 9404 is added to the Commercial Code, to read:

9404. (a) Unless an account debtor has made an enforceabl e
agreenent not to assert defenses or clains, and subject to
subdivisions (b) to (e), inclusive, the rights of an assignee are
subject to both of the follow ng:

(1) Al terns of the agreenent between the account debtor and
assignor and any defense or claimin recoupnent arising fromthe
transaction that gave rise to the contract.

(2) Any other defense or claimof the account debtor against the
assi gnor which accrues before the account debtor receives a
notification of the assignnent authenticated by the assignor or the
assi gnee.

(b) Subject to subdivision (c) and except as otherw se provided in
subdi vision (d), the claimof an account debtor against an assignor
may be asserted agai nst an assignee under subdivision (a) only to
reduce the anpunt the account debtor owes.

(c) This section is subject to law other than this division which
establishes a different rule for an account debtor who is an
i ndi vi dual and who incurred the obligation primarily for personal
fam |y, or househol d purposes.

(d) I'n a consuner transaction, if a record evidences the account
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debtor's obligation, law other than this division requires that the
record include a statement to the effect that the account debtor's
recovery agai nst an assignee with respect to clains and defenses
agai nst the assignor may not exceed amounts paid by the account
debt or under the record, and the record does not include such a
statenent, the extent to which a claimof an account debtor agai nst
t he assignor may be asserted against an assignee is determned as if
the record included such a statenent.
(e) This section does not apply to an assignnment of a health care

i nsurance receivable.

SEC. 24. Section 9405 of the Commerci al Code, as added by Section
35 of Chapter 991 of the Statutes of 1999, is repeal ed.

SEC. 25. Section 9405 of the Commerci al Code, as anended by
Section 16 of Chapter 1000 of the Statutes of 1999, is repeal ed.

SEC. 26. Section 9405 is added to the Commercial Code, to read:

9405. (a) A nodification of or substitution for an assigned

contract is effective against an assignee if nmade in good faith. The
assi gnee acquires corresponding rights under the nodified or
substituted contract. The assignment may provide that the
nmodi fication or substitution is a breach of contract by the assignor

Thi s subdivision is subject to subdivisions (b) to (d), inclusive.

(b) Subdivision (a) applies to the extent that either of the
foll owi ng apply:

(1) The right to paynment or a part thereof under an assigned
contract has not been fully earned by performance.

(2) The right to paynent or a part thereof has been fully earned
by performance and the account debtor has not received notification
of the assignnment under subdivision (a) of Section 9406

(c) This section is subject to law other than this division which
establishes a different rule for an account debtor who is an
i ndi vi dual and who incurred the obligation primarily for personal
fam |y, or househol d purposes.

(d) This section does not apply to an assignment of a health care
i nsurance receivable.

SEC. 27. Section 9406 of the Commercial Code, as added by Section
35 of Chapter 991 of the Statutes of 1999, is repeal ed.

SEC. 28. Section 9406 of the Commerci al Code, as anended by
Section 17 of Chapter 1000 of the Statutes of 1999, is repeal ed.

SEC. 29. Section 9406 is added to the Commercial Code, to read:

9406. (a) Subject to subdivisions (b) to (i), inclusive, an
account debtor on an account, chattel paper, or a paynment intangible
may di scharge its obligation by paying the assignor until, but not
after, the account debtor receives a notification, authenticated by
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the assignor or the assignee, that the anmount due or to becone due
has been assigned and that paynment is to be nade to the assignee.
After receipt of the notification, the account debtor may di scharge
its obligation by paying the assignee and may not discharge the
obl i gati on by payi ng the assignor

(b) Subject to subdivision (h), notification is ineffective under
subdi vision (a) as foll ows:

(1) If it does not reasonably identify the rights assigned.

(2) To the extent that an agreenent between an account debtor and
a seller of a paynment intangible limts the account debtor's duty to
pay a person other than the seller and the limtation is effective
under |aw other than this division

(3) At the option of an account debtor, if the notification
notifies the account debtor to make | ess than the full anmount of any
i nstal |l nent or other periodic paynent to the assignee, even if any of
the followi ng conditions is satisfied:

(A) Only a portion of the account, chattel paper, or paynent
i ntangi bl e has been assigned to that assignee.

(B) A portion has been assigned to another assignee.

(C The account debtor knows that the assignment to that assignee
is limted.

(c) Subject to subdivision (h), if requested by the account
debtor, an assignee shall seasonably furnish reasonabl e proof that
the assignnent has been nmade. Unless the assignee conplies, the
account debtor may discharge its obligation by paying the assignor
even if the account debtor has received a notification under
subdi vi sion (a).

(d) Except as otherw se provided in subdivision (e) and in
Sections 9407 and 10303, and subject to subdivision (h), a termin an
agreenent between an account debtor and an assignhor or in a
promi ssory note is ineffective to the extent that it does either of
the foll ow ng:

(1) Prohibits, restricts, or requires the consent of the account
debtor or person obligated on the prom ssory note to the assignment
or transfer of, or the creation, attachnent, perfection, or
enforcenent of a security interest in, the account, chattel paper
paynment intangi ble, or prom ssory note.

(2) Provides that the assignnent or transfer or the creation
attachnment, perfection, or enforcenent of the security interest may
give rise to a default, breach, right of recoupnent, claim defense,
term nation, right of termination, or remedy under the account,
chattel paper, paynment intangible, or promissory note.

(e) Subdivision (d) does not apply to the sale of a paynent
i ntangi bl e or prom ssory note.
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(f) Except as otherwi se provided in Sections 9407 and 10303, and
subj ect to subdivisions (h) and (i), a rule of law, statute, or
regul ation, that prohibits, restricts, or requires the consent of a
governnent, governnental body or official, or account debtor to the
assignment or transfer of, or creation of a security interest in, an
account or chattel paper is ineffective to the extent that the rule
of law, statute, or regul ation does either of the follow ng:

(1) Prohibits, restricts, or requires the consent of the
government, governnental body or official, or account debtor to the
assignment or transfer of, or the creation, attachnent, perfection
or enforcenment of a security interest in, the account or chatte
paper.

(2) Provides that the assignnent or transfer or the creation
attachnment, perfection, or enforcenent of the security interest may
give rise to a default, breach, right of recoupnent, claim defense,
term nation, right of term nation, or remedy under the account or
chattel paper.

(g) Subject to subdivision (h), an account debtor may not waive or
vary its option under paragraph (3) of subdivision (b).

(h) This section is subject to law other than this division which
establishes a different rule for an account debtor who is an
i ndi vi dual and who incurred the obligation primarily for personal
fam |y, or househol d purposes.

(i) This section does not apply to an assignment of a health care
i nsurance receivable.

(j) Subdivision (f) does not apply to an assignnent or transfer
of, or the creation, attachment, perfection, or enforcenent of a
security interest in, a claimor right to receive conpensation for
injuries or sickness as described in paragraph (1) or (2) of
subdi vision (a) of Section 104 of Title 26 of the United States Code,
as amended, or a claimor right to receive benefits under a speci al
needs trust as described in paragraph (4) of subdivision (d) of
Section 1396p of Title 42 of the United States Code, as amended, to
the extent that subdivision (f) is inconsistent with those | aws.

SEC. 30. Section 9407 of the Commerci al Code, as added by Section
35 of Chapter 991 of the Statutes of 1999, is anended to read:

9407. (a) Except as otherw se provided in subdivision (b), a term
in a lease agreenent is ineffective to the extent that it does
either of the follow ng:

(1) Prohibits, restricts, or requires the consent of a party to
the | ease to the assignment or transfer of, or the creation
attachnent, perfection, or enforcenent of a security interest in, an
interest of a party under the lease contract or in the lessor's
residual interest in the goods.
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(2) Provides that the assignnent or transfer or the creation
attachment, perfection, or enforcenent of the security interest may
give rise to a default, breach, right of recouprent, claim defense,
term nation, right of termination, or remedy under the |ease.

(b) Except as otherw se provided in subdivision (g) of Section
10303, a termdescribed in paragraph (2) of subdivision (a) is
effective to the extent that there is either of the follow ng:

(1) Atransfer by the |lessee of the | essee's right of possession
or use of the goods in violation of the term

(2) A delegation of a material performance of either party to the
| ease contract in violation of the term

(c) The creation, attachment, perfection, or enforcenent of a
security interest in the lessor's interest under the | ease contract
or the lessor's residual interest in the goods is not a transfer that
materially inpairs the | essee's prospect of obtaining return
performance or nmaterially changes the duty of or materially increases
the burden or risk inmposed on the | essee within the purview of
subdi vision (d) of Section 10303 unless, and then only to the extent
that, enforcenment actually results in a delegation of nateria
performance of the |essor.

SEC. 31. Section 9408 of the Commerci al Code, as added by Section
35 of Chapter 991 of the Statutes of 1999, is anended to read:

9408. (a) Except as otherw se provided in subdivision (b), a term
in a promssory note or in an agreenment between an account debtor
and a debtor which relates to a health care insurance receivable or a
general intangible, including a contract, permt, |icense, or
franchi se, and which termprohibits, restricts, or requires the
consent of the person obligated on the prom ssory note or the account
debtor to, the assignnment or transfer of, or the creation
attachnment, or perfection of a security interest in, the promssory
note, health care insurance receivable, or general intangible, is
ineffective to the extent that the term does, or would do, either of
the foll ow ng:

(1) I't would inpair the creation, attachnment, or perfection of a
security interest.

(2) It provides that the assignnent or transfer or the creation
attachment, or perfection of the security interest nay give rise to a
default, breach, right of recouprment, claim defense, term nation
right of termnation, or remedy under the pronissory note, health
care insurance receivable, or general intangible.

(b) Subdivision (a) applies to a security interest in a paynent
i ntangi bl e or promissory note only if the security interest arises
out of a sale of the paynment intangible or pronissory note.

(c) Arule of law, statute, or regulation, that prohibits,
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restricts, or requires the consent of a government, governnental body
or official, person obligated on a promi ssory note, or account

debtor to the assignnent or transfer of, or the creation of a
security interest in, a pronissory note, health care insurance

recei vable, or general intangible, including a contract, permt,
license, or franchise between an account debtor and a debtor, is
ineffective to the extent that the rule of law, statute, or
regul ati on does, or would do, either of the follow ng:

(1) I't would inpair the creation, attachnment, or perfection of a
security interest.

(2) It provides that the assignnment or transfer or the creation
attachment, or perfection of the security interest nay give rise to a
default, breach, right of recouprment, claim defense, term nation
right of termnation, or remedy under the pronissory note, health
care insurance receivable, or general intangible.

(d) To the extent that a termin a prom ssory note or in an
agreenment between an account debtor and a debtor which relates to a
heal th care insurance receivable or general intangible or a rule of
|l aw, statute, or regulation described in subdivision (c) wuld be
effective under |law other than this division but is ineffective under
subdi vision (a) or (c), all of the following rules apply with
respect to the creation, attachnent, or perfection of a security
interest in the prom ssory note, health care insurance receivable, or
general intangible:

(1) It is not enforceabl e agai nst the person obligated on the
prom ssory note or the account debtor

(2) It does not inmpose a duty or obligation on the person
obligated on the pronissory note or the account debtor

(3) It does not require the person obligated on the prom ssory
note or the account debtor to recognize the security interest, pay or
render perfornmance to the secured party, or accept paynent or
performance fromthe secured party.

(4) It does not entitle the secured party to use or assign the
debtor's rights under the prom ssory note, health care insurance
recei vabl e, or general intangible, including any related information
or materials furnished to the debtor in the transaction giving rise
to the promissory note, health care insurance receivable, or genera
i ntangi bl e.

(5) It does not entitle the secured party to use, assign, possess,
or have access to any trade secrets or confidential information of
the person obligated on the promissory note or the account debtor

(6) It does not entitle the secured party to enforce the security
interest in the prom ssory note, health care insurance receivable, or
general intangible.
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(e) Subdivision (c) does not apply to an assignnent or transfer
of, or the creation, attachment, perfection, or enforcenent of a
security interest in, a claimor right to receive conpensation for
injuries or sickness as described in paragraph (1) or (2) of
subdi vision (a) of Section 104 of Title 26 of the United States Code,
as anmended, or a claimor right to receive benefits under a speci al
needs trust as described in paragraph (4) of subdivision (d) of
Section 1396p of Title 42 of the United States Code, as amended, to
the extent that subdivision (c) is inconsistent with those | aws.

SEC. 32. Section 9409 of the Commerci al Code, as added by Section
35 of Chapter 991 of the Statutes of 1999, is repeal ed.

SEC. 33. Section 9409 of the Commerci al Code, as anended by
Section 18 of Chapter 1000 of the Statutes of 1999, is repeal ed.

SEC. 34. Section 9409 is added to the Commercial Code, to read:

9409. (a) Atermin a letter of credit or a rule of law, statute,
regul ati on, custom or practice applicable to the letter of credit
whi ch prohibits, restricts, or requires the consent of an applicant,
i ssuer, or nom nated person to a beneficiary's assignnment of or
creation of a security interest in a letter-of-credit right is
ineffective to the extent that the termor rule of |law, statute,
regul ati on, custom or practice does, or would do, either of the
fol | owi ng:

(1) It would inpair the creation, attachment, or perfection of a
security interest in the letter-of-credit right.

(2) It provides that the assignnment or the creation, attachment,
or perfection of the security interest nmay give rise to a default,
breach, right of recoupnent, claim defense, term nation, right of
term nation, or renmedy under the letter-of-credit right.

(b) To the extent that a termin a letter of credit is ineffective
under subdivision (a) but would be effective under |aw other than
this division or a customor practice applicable to the letter of
credit, to the transfer of a right to draw or otherw se denmand
performance under the letter of credit, or to the assignment of a
right to proceeds of the letter of credit, all of the follow ng rules
apply with respect to the creation, attachnment, or perfection of a
security interest in the letter-of-credit right:

(1) It is not enforceable against the applicant, issuer, nom nated
person, or transferee beneficiary.

(2) It inmposes no duties or obligations on the applicant, issuer
nom nat ed person, or transferee beneficiary.

(3) It does not require the applicant, issuer, noni nated person
or transferee beneficiary to recognize the security interest, pay or
render performance to the secured party, or accept paynent or other
performance fromthe secured party.
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SEC. 35. Section 9502 of the Commerci al Code, as added by Section
35 of Chapter 991 of the Statutes of 1999, is anmended to read:

9502. (a) Subject to subdivision (b), a financing statenent is
sufficient only if it satisfies all of the follow ng conditions:

(1) It provides the nanme of the debtor

(2) It provides the name of the secured party or a representative
of the secured party.

(3) It indicates the collateral covered by the financing
st at ement .

(b) Except as otherw se provided in subdivision (b) of Section
9501, to be sufficient, a financing statenent that covers
as-extracted collateral or tinmber to be cut, or which is filed as a
fixture filing and covers goods that are or are to becone fixtures,
must satisfy subdivision (a) and also satisfy all of the follow ng
condi tions:

(1) Indicate that it covers this type of collateral

(2) Indicate that it is to be recorded in the real property
records.

(3) Provide a description of the real property to which the
collateral is related sufficient to give constructive notice of a
nmort gage under the law of this state if the description were
contained in a record of the nortgage of the real property.

(4) If the debtor does not have an interest of record in the rea
property, provide the nanme of a record owner.

(c) Arecord of a nortgage is effective, fromthe date of

recording, as a financing statenment filed as a fixture filing or as a

financing statement covering as-extracted collateral or tinber to be
cut only if all of the follow ng conditions are satisfied:

(1) The record indicates the goods or accounts that it covers.

(2) The goods are or are to becone fixtures related to the rea
property described in the record or the collateral is related to the
real property described in the record and is as-extracted collatera
or tinmber to be cut.

(3) The record satisfies the requirenents for a financing
statement in this section other than an indication that it is to be
filed in the real property records.

(4) The record is duly recorded.

(d) A financing statement may be filed before a security agreenent
is made or a security interest otherw se attaches.

SEC. 36. Section 9505 of the Commerci al Code, as added by Section
35 of Chapter 991 of the Statutes of 1999, is anended to read:

9505. (a) A consignor, lessor, or other bailor of goods, a
licensor, or a buyer of a payment intangible or prom ssory note nay
file a financing statenment, or nay conply with a statute or treaty
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described in subdivision (a) of Section 9311, using the termns

"consignor," "consignee," "lessor," "lessee," "bailor," "bailee,"
"l'icensor," "licensee," "owner," "registered owner," "buyer,"
"seller," or words of simlar inmport, instead of the terns "secured

party" and "debtor."
(b)
This chapter applies to the filing of a financing statenent under
subdi vision (a) and, as appropriate, to conpliance that is equival ent
to filing a financing statenent under subdivision (b) of Section
9311, but the filing or conpliance is not of itself a factor in
determ ni ng whether the collateral secures an obligation. If it is
determ ned for another reason that the collateral secures an
obligation, a security interest held by the consignor, |essor
bailor, licensor, owner, or buyer which attaches to the collateral is
perfected by the filing or conpliance.
SEC. 37. Section 9509 of the Commercial Code is anended to read:
9509. (a) A person nmay file an initial financing statement, an
anmendnment that adds collateral covered by a financing statenent, or
an anmendnment that adds a debtor to a financing statenent only if
either of the follow ng conditions is satisfied:
(1) The debtor authorizes the filing in an authenticated record or
pursuant to subdivision (b) or (c).

(2) The person holds an agricultural lien that has becone
effective at the time of filing and the financing statement covers
only collateral in which the person holds an agricultural |ien

(b) By authenticating or becom ng bound as debtor by a security
agreenent, a debtor or new debtor authorizes the filing of an initial
financing statement, and an anendnent, covering both of the
fol | owi ng:

(1) The collateral described in the security agreenent.

(2) Property that becomes coll ateral under paragraph (2) of
subdi vision (a) of Section 9315, whether or not the security
agreenment expressly covers proceeds.

(c) By acquiring collateral in which a security interest or
agricultural lien continues under paragraph (1) of subdivision (a) of
Section 9315, a debtor authorizes the filing of an initial financing
statenent, and an amendnment, covering the collateral and property
t hat becones collateral under paragraph (2) of subdivision (a) of
Section 9315.

(d) A person nay file an anendnent other than an amendnent t hat
adds collateral covered by a financing statement or an anendnent t hat
adds a debtor to a financing statenment only if either of the
following conditions is satisfied:

(1) The secured party of record authorizes the filing.
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(2) The anendnent is a term nation statement for a financing
statement as to which the secured party of record has failed to file
or send a termination statenent as required by subdivision (a) or (c)
of Section 9513, the debtor authorizes the filing, and the
term nation statenment indicates that the debtor authorized it to be
filed.

(e) If there is nmore than one secured party of record for a
financing statement, each secured party of record nmay authorize the
filing of an anendnment under subdivision (d).

SEC. 38. Section 9513 of the Commercial Code is anended to read:

9513. (a) A secured party shall cause the secured party of record
for a financing statenent to file a termination statenent for the
financing statement if the financing statenent covers consunmer goods
and either of the followi ng conditions is satisfied:

(1) There is no obligation secured by the collateral covered by
the financing statenment and no conmitnent to make an advance, i ncur
an obligation, or otherw se give val ue.

(2) The debtor did not authorize the filing of the initial
fi nanci ng statenent.

(b) To conply with subdivision (a), a secured party shall cause
the secured party of record to file the term nation statenent in
accordance with either of the follow ng rules:

(1) Wthin one nonth after there is no obligation secured by the
collateral covered by the financing statenent and no commitnent to
make an advance, incur an obligation, or otherw se give val ue.

(2) If earlier, within 20 days after the secured party receives an
aut henti cated demand from a debt or

(c) In cases not governed by subdivision (a), within 20 days after
a secured party receives an authenticated demand from a debtor, the
secured party shall cause the secured party of record for a financing
statenent to send to the debtor a termination statement for the
financing statement or file the ternmination statenment in the filing
office if any of the followi ng conditions is satisfied:

(1) Except in the case of a financing statenent covering accounts
or chattel paper that has been sold or goods that are the subject of
a consignnent, there is no obligation secured by the collatera
covered by the financing statenent and no commitnent to nake an
advance, incur an obligation, or otherw se give val ue.

(2) The financing statenment covers accounts or chattel paper that
has been sold but as to which the account debtor or other person
obligated has discharged its obligation

(3) The financing statenent covers goods that were the subject of
a consignment to the debtor but are not in the debtor's possession

(4) The debtor did not authorize the filing of the initial
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fi nanci ng statenent.

(d) Except as otherw se provided in Section 9510, upon the filing
of a termination statenent with the filing office, the financing
statenent to which the ternmination statement rel ates ceases to be
effective. Except as otherw se provided in Section 9510, for
pur poses of subdivision (g) of Section 9519, subdivision (a) of
Section 9522, and subdivision (c) of Section 9523, the filing with
the filing office of a ternmination statenent relating to a financing
statenent that indicates that the debtor is a transmtting utility
al so causes the effectiveness of the financing statenent to | apse.

SEC. 39. Section 9519 of the Commercial Code is anended to read:

9519. (a) For each record filed in a filing office, the filing
office shall do all of the follow ng:

(1) Assign a unique nunber to the filed record.

(2) Create a record that bears the nunber assigned to the filed
record and the date and tine of filing.

(3) Maintain the filed record for public inspection

(4) Index the filed record in accordance w th subdivisions (c),
(d), and (e).

(b) Except as otherw se provided in subdivision (i), a file nunber
assigned after January 1, 2002, nust include a digit that:

(1) I's mathematically derived fromor related to the other digits
of the file number.

(2) Aids the filing office in determ ning whether a nunber
comuni cated as the file nunber includes a single-digit or
transpositional error

(c) Except as otherwi se provided in subdivisions (d) and (e), the
filing office shall do both of the follow ng:

(1) I'ndex an initial financing statenent according to the nanme of
the debtor and index all filed records relating to the initia
financing statement in a nanner that associates with one another an
initial financing statenent and all filed records relating to the
initial financing statenent.

(2) I'ndex a record that provides a nanme of a debtor which was not
previously provided in the financing statement to which the record
relates also according to the nane that was not previously provided.

(d) If a financing statement is filed as a fixture filing or
covers as-extracted collateral or tinmber to be cut, it nust be
recorded and the filing office shall index it in accordance with both
of the follow ng rules:

(1) Under the nanes of the debtor and of each owner of record
shown on the financing statement as if they were the nortgagors under
a nortgage of the real property descri bed.
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(2) To the extent that the law of this state provides for indexing
of records of nortgages under the nane of the nortgagee, under the
nane of the secured party as if the secured party were the nortgagee
thereunder, or, if indexing is by description, as if the financing
statenent were a record of a nortgage of the real property described.

(e) If a financing statement is filed as a fixture filing or
covers as-extracted collateral or tinmber to be cut, the filing office
shall index an assignnment filed under subdivision (a) of Section
9514 or an anendnent filed under subdivision (b) of Section 9514 in
accordance with both of the follow ng rules:

(1) Under the name of the assignor as grantor.

(2) To the extent that the law of this state provides for indexing
a record of the assignnent of a nortgage under the nanme of the
assi gnee, under the nane of the assignee.

(f) The filing office shall maintain a capability to do both of
the foll ow ng:

(1) Retrieve a record by the nane of the debtor and by either of
the foll ow ng:

(A If the filing office is described in paragraph (1) of
subdi vision (a) of Section 9501, by the file nunber assigned to the
initial financing statenent to which the record relates and the date
that the record was filed or recorded.

(B) If the filing office is described in paragraph (2) of
subdi vision (a) of Section 9501, by the file nunber assigned to the
initial financing statenment to which the record rel ates.

(2) Associate and retrieve with one another an initial financing
statenent and each filed record relating to the initial financing
st at ement .

(g) The filing office may not renove a debtor's name fromthe
index until one year after the effectiveness of a financing statenent
nam ng the debtor | apses under Section 9515 with respect to al
secured parties of record.

(h) Except as otherwi se provided in subdivision (i), the filing
office shall performthe acts required by subdivisions (a) to (e),
inclusive, at the tine and in the manner prescribed by filing-office
rule, but not later than two business days after the filing office
receives the record in question

(i) Subdivisions (b) and (h) do not apply to a filing office
described in paragraph (1) of subdivision (a) of Section 9501

SEC. 40. Section 9524 of the Commrercial Code is anended to read:

9524. Delay by the filing office beyond a tine lint prescribed
by this chapter is excused if both of the followi ng conditions are
satisfied:
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(1) The delay is caused by interruption of conmunication or
conputer facilities, war, energency conditions, failure of equipnent,
or other circunstances beyond control of the filing office.

(2) The filing office exercises reasonable diligence under the
ci rcumst ances.

SEC. 41. Section 9525 of the Commercial Code is anended to read:
9525. (a) Except as otherw se provided in subdivision (d), the
fee for filing and indexing a record under this chapter is set forth
in subdivisions (a), (b), and (c) of Section 12194 of the CGovernnent

Code.

(b) The nunber of nanmes required to be indexed does not affect the
amount of the fee in subdivision (a).

(c) The fee for responding to a request for information fromthe
filing office, including for issuing a certificate show ng whet her
there is on file any financing statenment namng a particul ar debtor
is as follows:

(1) Ten dollars ($10) if the request is communicated in witing.

(2) Five dollars ($5) if the request is communicated by another
medi um aut hori zed by a rule adopted by the filing office.

(d) This section does not require a fee with respect to a record
of a nortgage which is effective as a financing statenment filed as a
fixture filing or as a financing statement covering as-extracted
collateral or tinmber to be cut under subdivision (c) of Section 9502

However, the recording and satisfaction fees that otherw se would
be applicable to the record of the nortgage apply.

SEC. 42. Section 9608 of the Commercial Code is anended to read:
9608. (a) If a security interest or agricultural lien secures
paynent or performance of an obligation, the follow ng rules apply:
(1) A secured party shall apply or pay over for application the
cash proceeds of collection or enforcenment under Section 9607 in the

foll owi ng order to:

(A) The reasonabl e expenses of collection and enforcenment and, to
the extent provided for by agreenent and not prohibited by | aw
reasonabl e attorney's fees and | egal expenses incurred by the secured
party.

(B) The satisfaction of obligations secured by the security
interest or agricultural I|ien under which the collection or
enforcenent is made

(C The satisfaction of obligations secured by any subordinate
security interest in or other lien on the collateral subject to the
security interest or agricultural |ien under which the collection or
enforcenent is nmade if the secured party receives an authenticated
demand for proceeds before distribution of the proceeds is conpleted.
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(2) If requested by a secured party, a holder of a subordinate
security interest or other lien shall furnish reasonable proof of the
interest or lien within a reasonable tine. Unless the hol der
conplies, the secured party need not conply with the hol der's denand
under subparagraph (C) of paragraph (1).

(3) A secured party need not apply or pay over for application
noncash proceeds of collection and enforcenment under Section 9607
unl ess the failure to do so would be conmercially unreasonable. A
secured party that applies or pays over for application noncash
proceeds shall do so in a comercially reasonabl e manner

(4) A secured party shall account to and pay a debtor for any
surplus, and except as otherw se provided in subdivision (b) of
Section 9626, the obligor is liable for any deficiency.

(b) If the underlying transaction is a sale of accounts, chatte
paper, paynment intangibles, or pronmissory notes, the debtor is not
entitled to any surplus, and the obligor is not liable for any
deficiency. Subdivision (b) of Section 701.040 of the Code of Givi
Procedure relating to the paynent of proceeds applies only if the
security agreenent provides that the debtor is entitled to any
sur pl us.

SEC. 43. Section 9611 of the Commercial Code is anended to read:

9611. (a) In this section, "notification date" neans the earlier
of the date on which

(1) A secured party sends to the debtor and any secondary obli gor
an aut henticated notification of disposition

(2) The debtor and any secondary obligor waive the right to
notification.

(b) Except as otherw se provided in subdivision (d), a secured
party that disposes of collateral under Section 9610 shall send to
the persons specified in subdivision (c) a reasonabl e authenticated
notification of disposition

(c) To conmply with subdivision (b), the secured party shall send
an authenticated notification of disposition to all of the follow ng
per sons:

(1) The debtor.

(2) Any secondary obligor.

(3) If the collateral is other than consuner goods to both of the
foll owi ng persons:

(A) Any other person fromwhich the secured party has received,
before the notification date, an authenticated notification of a
claimof an interest in the collateral

(B) Any other secured party or |ienholder that, 10 days before the
notification date, held a security interest in or other lien on the
collateral perfected by the filing of a financing statement with
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respect to which all of the foll ow ng apply:
(i) It identified the collateral
(ii) It was indexed under the debtor's name as of that date.
(iii) It was filed in the office in which to file a financing
st at enent agai nst the debtor covering the collateral as of that date.

(C Any other secured party that, 10 days before the notification
date, held a security interest in the collateral perfected by
conpliance with a statute, regulation, or treaty described in
subdi vision (a) of Section 9311

(d) Subdivision (b) does not apply if the collateral is perishable
or threatens to decline speedily in value or is of a type
customarily sold on a recogni zed mar ket .

(e) A secured party conplies with the requirenent for notification
prescribed in subparagraph (B) of paragraph (3) of subsection (c) if
it satisfies both of the follow ng conditions:

(1) Not later than 20 days or earlier than 30 days before the
notification date, the secured party requests, in a comrercially
reasonabl e nmanner, information concerning financing statenents
i ndexed under the debtor's name in the office indicated in
subpar agraph (B) of paragraph (3) of subdivision (c).

(2) Before the notification date, the secured party either

(A) Did not receive a response to the request for information

(B) Received a response to the request for information and sent an
aut henticated notification of disposition to each secured party or
ot her lienholder named in that response whose financing statenent
covered the collateral

SEC. 44. Section 9613 of the Comrercial Code is anended to read:

9613. Except in a consuner-goods transaction, the follow ng rules
apply:

(1) The contents of a notification of disposition are sufficient
if the notification does all of the follow ng:

(A) It describes the debtor and the secured party.

(B) It describes the collateral that is the subject of the
i nt ended di sposition

(O It states the nethod of intended disposition

(D) It states that the debtor is entitled to an accounting of the
unpai d i ndebt edness and states the charge, if any, for an accounting.

(E) It states the tinme and place of a public disposition or the
time after which any other disposition is to be nade.

(2) Whether the contents of a notification that |acks any of the
information specified in paragraph (1) are nevertheless sufficient is
a question of fact.
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(3) The contents of a notification providing substantially the
information specified in paragraph (1) are sufficient, even if the
notification includes either of the follow ng:

(A) Information not specified by that paragraph

(B) Mnor errors that are not seriously m sleading.

(4) A particular phrasing of the notification is not required.

(5) The following formof notification and the form appearing in
subdi vision (3) of Section 9614, when conpl eted, each provides
sufficient information:

NOTI FI CATI ON OF DI SPCSI TI ON OF COLLATERAL

To:

(Nanme of debtor, obligor, or other person to which
the notification is sent)

From

(Nanme, address, and tel ephone nunber of
secured party)

Nane of Debtor(s):

(Include only if debtor(s) are not an
addr essee)
(For a public disposition:)
W will sell (or lease or license, as applicable)
t he (to the highest qualified bidder in
public

(describe collateral)
as follows:)

Day and Dat e:

Ti me:

Pl ace:

(For a private disposition:)
W will sell (or license, as applicable) the

(descri be
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collateral)
privately sonetine after

(day and date)

You are entitled to an accounting of the unpaid indebtedness
secur ed

by the property that we intend to sell (or lease or license, as

applicable) (for a charge of $ ). You may request an
accounti ng

by calling us at

(tel ephone nuﬁber)

SEC. 45. Section 9615 of the Commercial Code is anended to read:

9615. (a) A secured party shall apply or pay over for application
the cash proceeds of disposition under Section 9610 in the foll ow ng
order to each of the follow ng:

(1) The reasonabl e expenses of retaking, holding, preparing for
di sposition, processing, and disposing, and, to the extent provided
for by agreenent and not prohibited by |aw, reasonable attorney's
fees and | egal expenses incurred by the secured party.

(2) The satisfaction of obligations secured by the security
interest or agricultural I|ien under which the disposition is made.

(3) The satisfaction of obligations secured by any subordinate
security interest in or other subordinate lien on the collateral and
to the satisfaction of any subordi nate attachment |ien or execution
lien pursuant to subdivision (b) of Section 701. 040 of the Code of
Civil Procedure if both of the followi ng conditions are satisfied:

(A) The secured party receives fromthe hol der of the subordinate
security interest or other lien an authenticated demand for proceeds
or notice of the levy of attachment or execution before distribution
of the proceeds is conpl eted.

(B) In a case in which a consignor has an interest in the
collateral, the subordinate security interest or other lien is senior
to the interest of the consignor

(4) A secured party that is a consignor of the collateral if the
secured party receives fromthe consignor an authenticated denand for
proceeds before distribution of the proceeds is conpl eted.

(b) If requested by a secured party, a holder of a subordinate
security interest or other lien shall furnish reasonable proof of the
interest or lien within a reasonable tine. Unless the hol der does
so, the secured party need not conmply with the hol der's denand under
par agraph (3) of subdivision (a).

(c) A secured party need not apply or pay over for application
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noncash proceeds of disposition under Section 9610 unless the failure
to do so would be comercially unreasonable. A secured party that
applies or pays over for application noncash proceeds shall do so in
a conmercially reasonabl e manner

(d) If the security interest under which a disposition is made
secures paynent or performance of an obligation, after meking the
paynments and applications required by subdivision (a) and permtted
by subdivision (c), both of the follow ng apply:

(1) Unless paragraph (4) of subdivision (a) requires the secured
party to apply or pay over cash proceeds to a consignor, the secured
party shall account to and pay a debtor for any surplus except as
provided in Section 701.040 of the Code of G vil Procedure.

(2) Subject to subdivision (b) of Section 9626, the obligor is
liable for any deficiency.

(e) (1) If the underlying transaction is a sale of accounts,
chattel paper, paynent intangibles, or prom ssory notes, both of the
followi ng apply:

(A) The debtor is not entitled to any surpl us.

(B) The obligor is not liable for any deficiency.

(2) Subdivision (b) of Section 701.040 of the Code of Givi
Procedure relating to the paynent of proceeds and the liability of
the secured party applies only if the security agreement provides
that the debtor is entitled to any surplus.

(f) The surplus or deficiency following a dispositionis
cal cul at ed based on the anmount of proceeds that woul d have been
realized in a disposition conplying with this chapter to a transferee
other than the secured party, a person related to the secured party,
or a secondary obligor if both of the follow ng apply:

(1) The transferee in the disposition is the secured party, a
person related to the secured party, or a secondary obligor

(2) The ampunt of proceeds of the disposition is significantly
bel ow t he range of proceeds that a conplying disposition to a person
other than the secured party, a person related to the secured party,
or a secondary obligor would have brought.

(g) The following rules apply with respect to a secured party that
recei ves cash proceeds of a disposition in good faith and without
know edge that the receipt violates the rights of the hol der of a
security interest or other lien that is not subordinate to the
security interest or agricultural Iien under which the dispositionis
made:

(1) The secured party takes the cash proceeds free of the security
interest or other I|ien.

(2) The secured party is not obligated to apply the proceeds of
the disposition to the satisfaction of obligations secured by the
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security interest or other lien

(3) The secured party is not obligated to account to or pay the
hol der of the security interest or other lien for any surplus.

SEC. 46. Section 9625 of the Commercial Code is anended to read:

9625. (a) If it is established that a secured party is not
proceedi ng in accordance with this division, a court nay order or
restrain collection, enforcenent, or disposition of collateral on
appropriate terns and conditions.

(b) Subject to subdivisions (c), (d), and (f), a person is liable
for danmages in the anobunt of any |oss caused by a failure to conply
with this division. Loss caused by a failure to conply may incl ude
loss resulting fromthe debtor's inability to obtain, or increased
costs of, alternative financing.

(c) Except as otherwi se provided in Section 9628, a person that,
at the time of the failure, was a debtor, was an obligor, or held a
security interest in or other lien on the collateral may recover
damages under subdivision (b) for its |oss.

(d) A debtor whose deficiency is elininated under Section 9626 may
recover damages for the loss of any surplus. However, in a
transaction other than a consumer transaction, a debtor or secondary
obl i gor whose deficiency is elimnated or reduced under Section 9626
may not otherw se recover under subdivision (b) for nonconpliance
with the provisions of this chapter relating to collection,
enforcenent, disposition, or acceptance.

(e) I'n addition to any dammges recoverabl e under subdivision (b),
the debtor, consuner obligor, or person naned as a debtor in a filed
record, as applicable, may recover five hundred dollars ($500) in
each case fromany of the follow ng persons:

(1) A person that fails to conply with Section 9208.

(2) A person that fails to conply with Section 9209

(3) A person that files a record that the person is not entitled
to file under subdivision (a) of Section 9509

(4) A person that fails to cause the secured party of record to
file or send a term nation statement as required by subdivision (a)
or (c) of Section 9513.

(5) A person that fails to conmply with paragraph (1) of
subdi vi sion (b) of Section 9616 and whose failure is part of a
pattern, or consistent with a practice, of nonconpliance.

(6) A person that fails to conply with paragraph (2) of
subdi vision (b) of Section 9616.

(f) A debtor or consuner obligor may recover damages under
subdi vision (b) and, in addition, five hundred dollars ($500) in each
case froma person that, wthout reasonable cause, fails to conply
with a request under Section 9210. A recipient of a request under
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Section 9210 which never clainmed an interest in the collateral or
obligations that are the subject of a request under that section has
a reasonabl e excuse for failure

to comply with the request within the nmeaning of this
subdi vi si on.

(g) If a secured party fails to conply with a request regarding a
list of collateral or a statement of account under Section 9210, the
secured party nmay claima security interest only as shown in the |ist
or statenment included in the request as against a person that is
reasonably misled by the failure.

SEC. 47. Section 9626 of the Commercial Code is anended to read:

9626. (a) In an action arising froma transaction, other than a
consumer transaction, in which the amount of a deficiency or surplus
is in issue, the followi ng rules apply:

(1) A secured party need not prove conpliance with the provisions
of this chapter relating to collection, enforcenment, disposition, or
acceptance unl ess the debtor or a secondary obligor places the
secured party's conpliance in issue.

(2) If the secured party's conpliance is placed in issue, the
secured party has the burden of establishing that the collection
enforcenent, disposition, or acceptance was conducted in accordance
with this chapter.

(3) Except as otherw se provided in Section 9628, if a secured
party fails to prove that the collection, enforcenent, disposition
or acceptance was conducted in accordance with the provisions of this
chapter relating to collection, enforcenent, disposition, or
acceptance, the liability of a debtor or a secondary obligor for a
deficiency is limted to an amount by which the sum of the secured
obl i gati on, expenses, and attorney's fees exceeds the greater of
either of the follow ng:

(A) The proceeds of the collection, enforcenent, disposition, or
accept ance.

(B) The ampunt of proceeds that woul d have been realized had the
nonconpl yi ng secured party proceeded in accordance with the
provi sions of this chapter relating to collection, enforcenent,

di sposition, or acceptance.

(4) For purposes of subparagraph (B) of paragraph (3), the anount
of proceeds that would have been realized is equal to the sumof the
secured obligation, expenses, and attorney's fees unless the secured
party proves that the amount is |less than that sum

(5) If a deficiency or surplus is calcul ated under subdivision (f)
of Section 9615, the debtor or obligor has the burden of
establishing that the amount of proceeds of the disposition is
significantly bel ow the range of prices that a conplying disposition
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to a person other than the secured party, a person related to the
secured party, or a secondary obligor would have brought.

(b) In a consumer transaction, the follow ng rules apply:

(1) In an action in which a deficiency or a surplus is an issue:

(A) A secured party has the burden of proving conpliance with the
provi sions of this chapter relating to collection, enforcenent,

di sposition, and acceptance whether or not the debtor or a secondary
obligor places the secured party's conpliance in issue.

(B) If a deficiency or surplus is calcul ated under subdivision (f)
of Section 9615, the secured party has the burden of establishing
that the anount of proceeds of the disposition is not significantly
bel ow t he range of prices that a conplying disposition to a person
other than the secured party, a person related to the secured party,
or a secondary obligor would have brought.

(2) The debtor or any secondary obligor is liable for any
deficiency only if all of the followi ng conditions are net:

(A) It is not otherw se agreed or otherw se provided in the Retai
Install ment Sales Act (Chapter 1 (comencing with Section 1801),
Title 2, Part 4, Division 3, Cvil Code), and, in particular, Section
1812.5 of the Civil Code or any other statute.

(B) The debtor and obligor were given notice, in accordance with
Sections 9611, 9612, and 9613, or Section 9614, as applicable, of the
di sposition of the collateral

(C© The collection, enforcenment, disposition, and acceptance by
the secured party were conducted in good faith and in a commercially
reasonabl e manner.

(3) Upon entry of a final judgrment that the debtor or obligor is
not |iable for a deficiency by reason of paragraph (2) or subdivision
(f) of Section 9615, the secured party may neither obtain a
deficiency judgnment nor retain a security interest in any other
collateral of the debtor or obligor that secured the indebtedness for
whi ch the debtor or obligor is no |onger liable.

(4) If, subsequent to a disposition that does not satisfy any one
or nore of the conditions set forth in paragraph (2), or subsequent
to a disposition that is subject to subdivision (f) of Section 9615
the secured party disposes pursuant to this section of other
collateral securing the same indebtedness, the debtor or obligor may,
to the extent he or she is no longer liable for a deficiency
judgment by reason of paragraph (2) or subdivision (f) of Section
9615, recover the proceeds realized fromthe subsequent dispositions,
as well as any danages to which the debtor nay be entitled if the
subsequent disposition is itself nonconplying or otherw se wongful.

(5) Nothing herein shall deprive the debtor of any right to
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recover damages fromthe secured party under subdivision (b) of
Section 9625, or to offset any such danages agai nst any claimby the
secured party for a deficiency, or of any right or renedy to which
the debtor may be entitled under any other law. A debtor or obligor
in a consumer transaction shall not have any damages owed to it
reduced by the amount of any deficiency that woul d have resulted had
the disposition of the collateral by the secured party been conducted
in conformty with this division
(6) The secured party shall account to the debtor for any surplus,
except as provided in Section 701.040 of the Code of Civi
Pr ocedure.
SEC. 48. Section 9702 of the Commercial Code is amended to read:
9702. (a) Except as otherw se provided in this chapter, this
division applies to a transaction or lien within its scope, even if
the transaction or lien was entered into or created before this
di vision takes effect.
(b) Except as otherw se provided in subdivision (c) and in
Sections 9703 to 9709, inclusive, both of the follow ng rules apply:

(1) Transactions and liens that were not governed by forner
Division 9, were validly entered into or created before July 1, 2001,
and woul d be subject to this act if they had been entered into or
created after July 1, 2001, and the rights, duties, and interests
flowing fromthose transactions and liens renmain valid after July 1,
2001.

(2) The transactions and liens may be term nated, conpleted,
consummat ed, and enforced as required or pernmitted by this division
or by the law that otherwi se would apply if this division had not
taken effect.

(c) This division does not affect an action, case, or proceeding
comenced before July 1, 2001.

SEC. 49. Section 9705 of the Commercial Code is anended to read:

9705. (a) If action, other than the filing of a financing
statenent, is taken before July 1, 2001, and the action would have
resulted in priority of a security interest over the rights of a
person that becones a lien creditor had the security interest becone
enforceabl e before July 1, 2001, the action is effective to perfect a
security interest that attaches under this division on or before
July 1, 2002. An attached security interest becomes unperfected on
July 1, 2002, unless the security interest becomes a perfected
security interest under this division before that date.

(b) The filing of a financing statenment before July 1, 2001, is
effective to perfect a security interest to the extent the filing
woul d satisfy the applicable requirenents for perfection under this
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di vi si on.

(c) This division does not render ineffective an effective
financing statement that, before July 1, 2001, is filed and satisfies
the applicable requirenents for perfection under the | aw of the
jurisdiction governing perfection as provided in former Section 9103.

However, except as otherw se provided in subdivisions (d) and (e)
and in Section 9706, the financing statement ceases to be effective
at the earlier of either of the follow ng:

(1) The time the financing statenent would have ceased to be
effective under the law of the jurisdiction in which it is filed.

(2) June 30, 2006

(d) The filing of a continuation statenent after July 1, 2001
does not continue the effectiveness of the financing statenent filed
before July 1, 2001. However, upon the timely filing of a
continuation statenent after July 1, 2001, and in accordance with the
|l aw of the jurisdiction governing perfection as provided in Chapter
3 (comrencing with Section 9301), the effectiveness of a financing
statenent filed in the sane office in that jurisdiction before July
1, 2001, continues for the period provided by the | aw of that
jurisdiction.

(e) Paragraph (2) of subdivision (c) applies to a financing
statenent that, before July 1, 2001, is filed against a transmtting
utility and satisfies the applicable requirenents for perfection
under the law of the jurisdiction governing perfection as provided in
former Section 9103 only to the extent that Chapter 3 (comencing
with Section 9301) provides that the law of a jurisdiction other than
the jurisdiction in which the financing statenent is filed governs
perfection of a security interest in collateral covered by the
fi nanci ng statenent.

(f) A financing statenent that includes a financing statenent
filed before July 1, 2001, and a continuation statement filed after
July 1, 2001, is effective only to the extent that it satisfies the
requi renents of Chapter 5 (comrencing with Section 9501) for an
initial financing statenent.

SEC. 50. Section 9707 of the Commercial Code is anended and
renunbered to read

9708. A person may file an initial financing statenent or a
continuation statenent under this chapter if both of the follow ng
conditions are satisfied:

(1) The secured party of record authorizes the filing.

(2) The filing is necessary under this chapter to do either of the
fol | owi ng:

(A) To continue the effectiveness of a financing statenent filed
before July 1, 2001.
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(B) To perfect or continue the perfection of a security interest.

SEC. 51. Section 9707 is added to the Commercial Code, to read:

9707. (a) In this section, "pre-effective-date financing
statenent™ neans a financing statenment filed before the date that
this section becones operative.

(b) After the date this section becones operative, a person may
add or delete collateral covered by, continue or termnate the
effectiveness of, or otherwi se anmend the information provided in, a
pre-effective-date financing statenent only in accordance with the
| aw of the jurisdiction governing perfection as provided in Chapter 3
(comrencing with Section 9301). However, the effectiveness of a
pre-effective-date financing statement al so nmay be ternminated in
accordance with the law of the jurisdiction in which the financing
statement is filed.

(c) Except as otherw se provided by subdivision (d), if the | aw of
this state governs perfection of a security interest, the
information in a pre-effective-date financing statenent may be
anended after the date this section beconmes operative only if any of
the foll ow ng occur:

(1) The pre-effective-date financing statenment and an anendnent
are filed in the office specified in Section 9501

(2) An anendnent is filed in the office specified in Section 9501
concurrently with, or after the filing in that office of, an initia
fi nanci ng statenment that satisfies subdivision (c) of Section 9706

(3) Aninitial financing statenent that provides the information
as anended and satisfies subdivision (c) of Section 9706 is filed in
the office specified in Section 9501

(d) If the law of this state governs perfection of a security
interest, the effectiveness of a pre-effective-date financing
statenent nmay be continued only under subdivisions (d) and (f) of
Section 9705 or Section 9706.

(e) Whether or not the law of this state governs the perfection of
a security interest, the effectiveness of a pre-effective-date
financing statenment filed in this state may be ternminated after the
date that this section becones operative by filing a termi nation
statenent in the office in which the pre-effective-date financing
statement is filed, unless an initial filing statenent that satisfies
subdi vision (c) of Section 9706 has been filed in the office
specified by the law of the jurisdiction governing perfection as
provided in Chapter 3 (comencing with Section 9301) as the office in
which to file a financing statenent.

SEC. 52. Section 9708 of the Commercial Code is anmended and
renunmbered to read
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9709. (a) This division determnes priority of conflicting clains
to collateral. However, if the relative priorities of the clains
were established before July 1, 2001, former Division 9 (comencing
with Section 9101) deternmines priority.

(b) For purposes of subdivision (a) of Section 9322, the priority
of a security interest that becomes enforceabl e under Section 9203
dates fromJuly 1, 2001, if the security interest is perfected under
this division by the filing of a financing statenent before July 1,
2001, which would not have been effective to perfect the security
i nterest under former Division 9 (conmencing with Section 9101).
Thi s subdi vi sion does not apply to conflicting security interests
each of which is perfected by the filing of such a financing
st at enent.

SEC. 53. Section 12183 of the Governnent Code is anended to read:

12183. The Secretary of State shall charge and coll ect the
following fees for certification

(a) Certification of a document: Five dollars ($5).

(b) Certificate of status or filing: Five dollars ($5).

(c) Certificate of information: Ten dollars ($10) if the request
is conmunicated in witing, and five dollars ($5) if the request is
communi cated by anot her medi um aut horized by a rule adopted by the
office of the Secretary of State.

SEC. 54. Section 12194 of the Governnent Code is anended to read:

12194. The fees for filing liens pursuant to the Code of Givi
Procedure and for filing financing statenents and other Uniform
Commercial Code filings are the follow ng:

(a) Ten dollars ($10) if the record is conmmunicated in witing and
consi sts of one or two pages.

(b) Twenty dollars ($20) if the record is communicated in witing
and consists of nore than two pages.

(c) Five dollars ($5) if the record is conmuni cated by anot her
medi um aut hori zed by a rule adopted by the office of the Secretary of
State.

(d) Two dollars ($2) if the record is a state tax lien certificate
of rel ease

The Secretary of State shall collect a special handling fee for
filing records in the manner provided in Section 12182

Fi nanci ng statenents and other Uniform Comrmercial Code filings
shall be submitted on national standard forms as approved by the
office of the Secretary of State.

SEC. 55. Section 27291 is added to the Governnent Code, to read:

27291. (a) Notwi thstandi ng any provision of Chapter 5 (conmencing
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with Section 9501) of Division 9 of the Conmercial Code or any other
provision of law, a financing statement to perfect a security
interest or agricultural lien may, at the election of the recorder
and subject to the conditions of subdivision (b), be recorded instead
of filed.

(b) A recorder nay elect to record a financing statenent if all of
the followi ng apply:

(1) The recorder enploys a system of nicrophotography, optica
di sk, or other reproduction systemthat does not permt additions,
del etions, or other changes to the permanent record of the origina
docunent .

(2) Al filmused in the m crophotography process conplies with
m ni mum st andards of quality approved by the United States Bureau of
St andards and the Anmerican National Standards Institute.

(3) Atrue copy of the mcrofilm optical disk, or other storage
mediumis kept in a safe and separate place for security purposes

(c) Acertified copy of any record stored or retained on
mcrofilm optical disk, or other reproduction system pursuant to
this section shall be admi ssible in any court to the sanme extent as
the original record.

SEC. 56. The provisions of this act, exclusive of Sections 18, 21,

24, 27, and 32 shall becone operative on July 1, 2001
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